
FINAL PROJECT EVALUATION 

THE INDONESIA DEVELOPMENT STUDIES PROJECT 

January 1996 

James W Fox 
James L Walker 

K C Delhotal 



TABLE OF CONTENTS 

Glossary 
Summary and Conclus~ons 

I Introduction 1 

2 Review of Program Implementation 
2 1 DSP I -- Inter-agency Research Fund 
2 2 DSP I1 Overview 
2 3 DSP I1 Phase One The Thmk Tank 
2 4 DSP I1 In Limbo 
2 5 DSP I1 Phase Two Internal Policy Studles 
2 6 Quality and Costs of Inputs 

3 What Does Economc Advlce Do7 
3 1 Impact of Policy on the Economy 
3 2 Policy Reform, Maintenance and Decay 
3 3 Role of Ideas, Government Leaders and Publ~c 
3 4 Role of Expert Consultants 

4 The Indonesian Policy Reform Context 15 
4 1 Introduct~on Indonesia In 1965 15 
4 2 The Performance Record 15 
4 3 Sources of Indonesian Econormc Performance 16 
4 4 External Shocks, Stabllizatlon and Economc Reform After the Oil Boom 17 
4 5 The Role of BAPPENAS 20 
4 6 The Role of the USAID Mwion and EPSO 20 

5 Assessment of DSP I1 Policy and Institutional Impacts 
5 1 Overview of DSP I1 Research and Consultmg Program 
5 2 Examples of DSP I1 Pol~cy and Institutional Impacts 
5 3 Economic Assessment of DSP Policy Impact 

6 Factors Affecting DSP Effectiveness 
6 1 Quallty of DSP Consultants 
6 2 Size of Advisory Team 
6 3 Supply vs Demand Driven Advisory Servlce 
6 4 Confidentiality and Policy Impacts 
6 5 Institutional Development Effects 
6 6 Counterpart Capablllties 
6 7 Triangular Comm~~llcat~ons 
6 8 USAID Management 



*( 

7 Possible Future Directions 

Bibliography 

Appendix 1 Advisors Provided Under DSP 

Appendix 2 Studres Completed Under DSP 

Appendix 3 Benefit-Cost Methodology 

Appendix 4 Persons Interviewed by the Evaluation Team 



Glossary 

Bappenas 

BIDE 

BPS 

DAI 

DSP 

EPSO 

GDP 

GO1 

HIID 

HPAEs 

IMF 

Inpres 

ODA 

NGOs 

NPV 

REPELITA 

RMSM 

Indonesian National Development Pl-g Office 

Boston Institute for Development Econormcs, co- 
contractor under DSP 

Natronal Statistics Office 

Development Alternatives, Inc , co-contractor under DSP 

Development Studies Project 

Economc Policy Support Office of USAIDfindonesia 

Gross Domestic Product 

The Government of Indonesia 

Harvard Insatute for International Development 

High-performmg Asian Economes (Hong Kong, 
Indonesia, Malaysia, Smgapore, South Korea, Tsuwan, and 
Thailand) 

International Monetary Fund 

Presidential Instruction 

Official Development Assistance, or hghly-concessional 
ald by governments 

Non-Governmental Orgamzations 

Net Present Value 

Five-Year Development Plan 

Revised Mmmurn Standard Model, a macro model 
developed by the World Bank 

Unlted Nations Development Program 

U S Agency for International Development Office m 
Indonesia 



Summary and Conclusions 

I. The Project 

The Development Studies Project (DSP) provided economic advisors and analytical 
studies for the Government of Indonesia between 1983 and 1995 The cost of the project 
was $20 mdlion The project went through several design changes over its life It was 
nutially conceived as a fmancmg facility for discrete studies of analytical issues identified by 
an mteragency steermg committee In 1987, the project shlfted from financmg of studies to 
financmg of a resident team of foreign advisors, asslsted by short-term experts, to carry out 
major analytical studies m the areas of trade, employment, mdustry and regional economic 
analysis m support of Government of Indonesia (GOI) policy formulation, and was located m 
the National Development P l m g  Agency (Bappenas) In 1989, the scope of the project 
was refocused away from publishable studies and toward more dlrectly policy-relevant work 
for the operatmg bureaus of Bappenas, often on a confidential basis The project also 
provided assistance to the Central Bureau of Statistics (BPS) Services were provided by a 
combmation of long-term foreign advisors resident m Indonesia, and short-term experts 
brought to Indonesia for specific studies The project was mplemented by the Development 
Econormcs Group, a jomt venture between the Boston Institute for Developmg Economies 
and Development Alternatives, Inc 

11. Evaluation Methodology 

Th~s  is a final evaluahon report on the DSP project, and was carrled out by a three 
person team that spent three weeks m Indonesia m March and April 1995 The methodology 
used m the study mcluded several approaches Flrst, the wntten output of the DSP project 
was reviewed, along with previous m t e m  evaluation reports About half of the 250 studies 
undertaken under DSP were studied The team also reviewed the existmg literature on 
evaluation of techcal  assistance projects, particularly with respect to methodologies for 
estmatmg benefits of economic advisory services and unproved economc statistics 
Second, twelve GO1 officials mtunately mvolved m the project were mterviewed for thelr 
perspectives on the activities In ths  process, a few studies of potentially hgh  mpact were 
identified Questions regardmg the unpact of these specific studies were mcorporated mto 
subsequent mterviews and analysis Thrd, a variety of other people were mterviewed, both 
lnside the GOI, m pnvate thmk-tanks, and among other donors to ascertam views on DSP m 
general and on specific studies that had been identified as hlgh-lmpact Altogether, the team 
mterwewed over forty persons from Government of Indonesia users of DSP, from DSP staff 
(past and present), from the pnvate Indonesian economc commumty, and from the 
donor/ tec~cal  assistance provider commuty 



111. The Country Context 

Until 1965, Indonesia's economy had stagnated for decades, both before and after its 
Independence from colonialism m 1950 Smce 1965, its economic performance has been one 
of the best m the world The "economc mrracle" of the last three decades has had dramahc 
effects on the quality of llfe of the people of Indonesia Per capita lncomes have tnpled, 
average calonc mtake has men by 40%, life expectancy has men from 44 years to 60, and 
the share of the population livmg m poverty by one yardstick has fallen from 60% of the 
populahon to under 15 % The unproved performance was due pman ly  to the hgh quality 
of its economic policy T h s  policy m turn, reflected the combination of a small cadre of 
U S -tramed economic technocrats with a stable and developmentally-onented political 
leadershp 

The Indonesian government's respect for economc analysis provided a positive 
context for the DSP project The emphasis m government policy on mcreased efficiency 
provided a favorable envlronrnent for the use of economsts to analyze national, regional and 
sectoral problems 

W .  The Role of Econormc Advlce and The Project Approach 

Whde "good" economic policies are generally accepted as unportant to rapid 1 economc development, there is an enormous gap between the analytical constructs of 
! economsts and the complex mstituoonal, procedural, legal and political context m whch 

I economc policy is made m the real world There is no real consensus on whch pmciples 
of economcs are most relevant to specific policy problems Smlarly, most would agree 
that economic analysis should support policy, but economc advisors have frequently been 
seen as either unable to mfluence policy or as espousmg principles and approaches that are of 
little relevance to the problems facmg policymakers 

I Tlus project expemented with approaches to analytical studies m support of better 
policy It gradually and steadlly moved from more "academic" studies to studies closely 
connected with, and for the purpose of dlrectly lnforrmng the policy process Ths  * progression mcreased the project's effectiveness over tune, because it overcame the two 
common difficulties of "academic" studies they fall to address real problems faced by 
government managers, and they are not packaged m ways that are llkely to be understood by 
(or even read by) policymakers By a s  view, the problem of expert advice is two-fold 
The expert must be forced to understand the problems faced by the policy manager Ths 
can only come from close observation Second, the policy manager must rnvest s~gmficant 
effort m understandmg the analysis of the expert 

The policy manager that the expert attempts to Influence seldom makes policy \ dlrectly Government policy is the result of a tug of war among a vanety of competmg 
8 perspectives, mterests, and perceptions Most people participatmg m h s  tug of war will 

have views quite different from, and often hostile to, the analytical construct used by experts 



to convmce thelr policy managers For most practical policy problems, then, the 
prescnptlons of the experts must be translated mto terms or metaphors understood by 
practical men unwllllng to defer to experts with arcane methodology and jargon To be 
effectlve, such metaphors will be drawn from the analytical work of the experts, but 
mterpreted and packaged selectively by the policy manager 

The DSP project aclueved the mtmate connection that helped policy managers be 
more effective for two reasons Flrst, senlor managers at Bappenas spent considerable effort 
developing mechamsms to promote its use Second, the American advisors were committed 
to bemg relevant to the needs of the Bappenas managers rather than to more academic 
pursuits 

V. Project Inputs and O u t p u t s  

More than 250 papers were wlltten under the project The great bulk of these studies 
were completed after 1987, when the focus of the project shfted from f~nancmg of discrete 
studies to use of a resident advisory team Durmg the resident phase, the project provided 
about 40 person-years of long-term advisors and 12 person-years of short-term advisors to 
the Government of Indonesia 

The link between mdividual studies and policy changes is tenuous at best As 
discussed above, policy usually flows from the mteraction of competmg perspectwes, 
mterests, and expectations m a world fraught with uncertamties Nevertheless, some studies 
under the project opened peoples' eyes to pmcular matters that changed the nature of the 
debate m constructive ways For example 

-- A study of the non-traditional export boom on Ball provided a new perspective on the 
benefits of foreign mvestment by small f m s ,  and helped create the favorable cllmate 
that led to liberallzatlon of mvestment and travel restrictions on foreigners 

-- Improved statistics from a "backcastmg" exercise identified more correctly the 
relationslup between GNP growth and demand for electnc power The revision of 
lustorical data on manufactumg growth (wluch nearly doubled the rate of growth of 
output) led to downward revision m projectlons for electnc power generatmg 
requlrernents, substanhally reducmg new mvestment requlrements 

Despite the mpact of particular studies, they were only one of a vanety of channels 
by whch the project affected policy, and thereby econormc outcomes, m Indonesia Policy 
improvements came from a vanety of drrections m whch the project was active, mcludmg 

-- speclfic study results, as descnbed above, 
-- mformal discussions with policy managers whch led them to new perspectives on the 

structure of the economy, 
-- organnational mprovements, such as the establishment m Bappenas of worlung 



groups, pioneered by the project, 
-- closer llnkages between the basic economc facts of the country and the policy 

process, promoted by the BPS work and the new llnks established between BPS and 
Bappenas, 

-- development of models to assure a ante consistency among macroeconomc goals of 
the government, and 

-- lncreased decentralization of decisionmakmg, promoted by the project 

VI. Major Conclusions 

1 The basic conclusion is that the project was an extremely effectlve development 
assistance activlty that brought very large benefits to Indonesia These benefits accrued m 
unproved economc policies that flowed from the close collaboration between the economic 
advisors and dedicated Indonesian government officials A crude estunate places present 
value of benefits of the project at $492 million, compared to a cost of $21 rmllion 

2 The project sigmficantly unproved Bappenas' productivity m malung sound economc 
policy decisions m several areas 

-- the economc model upgraded Bappenas' capablllty to ensure consistency among 
macro aggregates, and it unproved overall GO1 decisionmalung on macroeconomic 
issues, particularly with respect to the budget, 

-- the pohcy advlce and short-term stuhes armed pollcymakers wth sounder basis 
for dec~slons There are real difficulties m identifying speclfic unpacts, but policy 
areas where the project provided Input that seems to have Improved (or prevented 
deterioration of) GO1 policy mclude trade, regional development, allocation of 
INPRES funds, regulation of foreign mvestrnent, health and education policy, and 
rural credit reform, and 

-- the BPS assistance slgmficantly Improved the quahty of the bas~c factual bass for 
pohcy dec~slons Ths  supported unproved policies 

3 The qubty of AID-provided experts and the confidence placed m them by host 
government officials were the keys to success of the DSP advisors The sue of the resident 
team (4-6 people) was appropriate 

4 The DSP contribution is most u q u e  m unprovmg quality of stat~stics The GOI, 
other donors, economc researchers, and the pnvate sector all have benefitted from the 
"mformational public goods" created by thts aspect of the project The llnkage between 
producers and consumers of statistics encouraged better statistics producoon 

5 The techca l  assistance provided under the project appears to have been unusually 

Vll l  



productive Tlus seems to trace to several factors 

-- hgh-quality BAPPENAS counterparts, due to advanced tralnmg m U S , 
-- strong BAPPENAS mput and management, 
-- strong sense of purpose by advisors, 
-- triangular mteraction between DSP, USAID and BAPPENAS, 
-- effective means for developmg good relationshps between long-term advisors 

and BAPPENAS staff, and 
-- effective project management by USAID, mcludmg active involvement of 

economsts m EPSO 

6 The project also contnbuted to the effectiveness of the rest of the USAID portfolio 

-- it gave the Mission's Economic Policy Support Office (EPSO) closer touch 
with economic policy issues, contributmg to AID'S ability to design an 
appropnate mssion strategy, 

-- it provided EPSO staff and mission management with opportumties to work 
closely with semor Bappenas staff, thereby creatmg opportumties for policy 
dialogue and greater responsiveness to key GO1 needs, and 

-- it provided llnkages to Bappenas m the techcal  sectors where AID had 
projects, thereby strengthening An> links to policy formation m those sectors 

VII. Principal Recommendations 

For USAIDfIndones~a 

1 USAID/Indonesia should seek to ensure contmued presence of a foreign advisory team m 
Bappenas at least untll the fate of the proposed follow-on advisory project by the Asian 
Development Bank is d e t e m e d  Contmuity of the process established by DSP is key to the 
effectiveness of any follow-on arrangement 

2 Advanced tramlug m the U S for Indonesian economsts has complemented the DSP, and 
has been helpful to its success Returned Ph D 's are playmg a key role m Indonesian 
economic policy, and USAID fundmg for such t r a m g  should contmue 

3 USAID/Indonesia should seek ways m whxh Informed public debate on economc issues 
can be promoted As Indonesia becomes more developed, more aspects of the economc 
policy debate will mevitably move out of the mternal government sphere rnto public fora 

For AIDlWashmgton 



1 AIDAVashmgton should reconsider its withdrawal from the economc policy process m 
developmg countries In the nght country context, economic policy advisory projects are a 
low-cost activity that has potentially hgh  payoffs 

VIII. Lessons Learned 

1 Economc advice can be a very hgh  payoff activity for AID missions The Indonesian 
expenence suggests that long-term advisors who have access to and can gam the confidence 
of economc policymakers are important to ths  result 

2 Economic advice need not be lmked to external resources, or conditionality to be 
effective, mdeed, some of the effectiveness of the DSP resulted from the perception that the 
advice was objective and mdependent of other donor goals 

3 Government economc statistics are a neglected area for donor assistance Improvements 
m the quality of such statistics can have unportant economc payoffs The project mcluded 
(a) workmg to strengthen the existmg statxtical apparatus, and (b) strengthemg lmks 
between producers and users of economc statistics Both elements were valuable m 
acluevmg permanent and sustamed unprovement m statistical information 

4 AID Missions should be cautious m supporting large economc models mtended to help 
recipient government economc policymalung Such models are lrkely to be very demandmg 
m techrucal lnput and data to provide useful policy-related results Slmple models are to be 
preferred If use of a slmpler approach demonstrates the need for more sophstication, th~s  
should be pursued gradually and incrementally 



Chapter 1 Introduct~on 

Donors have long tned to get economic policy reform by conditional assistance 
World Bank and IMF loans, and AID grants have been "tranched" so that funds flow when 
specified economic policy changes are made From the lender's perspective, conditionality 
is easily explamed The donor wants to ensure that the resources are used effectively, and 
not wasted on some futile or meffective or corrupt purpose --e g , defending an overvalued 
exchange rate From the recipient's perspective, however, condit~onality is more 
problematx If the policies espoused by the lender are good for the country, why does the 
government have to be forced to Implement them? Would they not want to adopt such 
policies, even absent any donor help? 

The frequently-used defense of conltionality is that improved policies pay off m the 
longer term, but they usually have some short-term costs In essence, then, the recipient 
government is compensated for short-run costs associated wth policy improvements The 
conditlonality game, nevertheless, creates some undesirable dynarmcs 

The alternative of providing techrucal assistance for policy advlce to governments 
wlfhout any llnk to conditioned assistance has been utillzed much less But wth  declimng 
USAID budgets and reduced ability to provrde sipficant resource transfers, the option of 
transferring policy advice only needs to be explored USAIDfindonesia has pioneered m 
providmg techcal  assistance for policy advice Hence, there is considerable Agency 
mterest in l e m g  from the Indonesia expenence 

USAID is a margmal donor in Indonesia, providmg about 3% of donor fundmg, or 
around $60 mllion per year The World Bank, the Asian Development Bank and the 
Japanese Government each provide more than $1 billion per year Since 1987, 
USAIDAndonesia has provided economsts to do studies and provlde advice to the 
Indonesian Government under its Development Studies Project (DSP) Smce the project is 
not llnked to any larger sums of money, the effectiveness of the assistance is purely 
dependent upon the usefulness of the stules m convincmg the Indonesian government that 
proposed reforms are m Indonesia's mterest 

James Fox, semor economist m USAID's Center for Development Information and 
Evaluation and James Walker, chef economst of USAID's Bureau for Asia and the Near 
East, and K C Delhotal of Devtech, Inc , evaluated the DSP project durrng March and 
Apnl 1995, with the fol lomg questions m mmd 

-- Did the project succeed In unproving economc policy m Indonesia? 

-- Can an economc value be placed on the stules and advice 

-- What were the strengths and weaknesses of the design used 

under the project? 

m the project? 



-- Was policy advice effective wthout being llnked to money? 

-- Does AID have a comparative advantage m such projects, or should they be left to 
the World Bank and IMF? 

-- Should AID cons~der fundmg smilar projects m other countrres7 

The team lnterv~ewed some 46 people m the Unlted States and Indonesia m March 
and Apnl, 1995 These Included 16 direct users of DSP ~n the Government of Indonesia, 
14 economists from past and present DSP staff, 12 people fiom the donor commutllty, and 
4 Indonesians outside government who were knowledgable about Indonesian economc 
pol~cy issues (Appendix 4 provides a list of mterviewees ) About half of the studes 
undertaken under DSP were also reviewed, as was project documentation and previous 
evaluations The team also reviewed the ex~stmg literature on evaluation of techca l  
ass~stance projects, particularly wth respect to methodolog~es for estimatmg benefits of 
economic advisory services and unproved economic statist~cs 

The report is orgamzed as follows Chapter 2 descnbes the project and ~ t s  
unplementation, Chapters 3 and 4 offer perspect~ves on the role of econormsts m the 
policy process and on the Indonesian pol~cy context, Chapter 5 summmzes the policy and 
lnstitut~onal mpacts of the project, Chapter 6 discusses factors affectmg project 
effectiveness, and Chapter 7 gives conclusions and recommendations for the future 



Chapter 2 Rev~ew of Project Implementat~on 

2 1 DSP I Inter-Agency Research Fund 

The m t ~ a l  Development Studies Project (later called DSP I) was authorized in June, 
1983 It was intended to respond to a need for better economc analysis in the context of 
the need to diversify the economy and to rely less on oil lncome The project was ~ntended 
to create a link between policy analysis and policy formation through studies, seminars, 
expenments, and publications Policy makers were expected to benefit by 

- an improved knowledge base for makmg decisions, 
- broadened understandmg of the implications of decisions taken, 
- reduced risk of poor or untlmely decisions, and 
- increased sensitivity to the growth and equity effects of alternatwe pollcies 

The project funds were used mainly for small research activities, most carried out by 
Indonesian researchers By des~gn, none of these activities cost more than $200,000 The 
project was imhally funded by a $3 mlllion grant from USAID and $1 million from the 
GO1 In May of 1985, USAID added another $1 million, and the GO1 added $400,000 By 
the time of the project redesign, $3 5 rmllion of the $4 rmllion USAID total had been 
committed to subprojects 

A GO1 Steenng Comt tee ,  includmg semor officials from the Muustry of Finance, 
the National Development P l m g  Agency, and other mimstnes, reviewed proposals 
agamst a pre-established set of cnteria Some 130 proposals were received, of whch 29 
were approved A number of the studies covered aspects of the new Five Year Plan 
(Repellta IV) The Repelitas have provided the basic framework for GO1 mvestment 
programs Other projects provided a vanety of government agencies wth access to 
research fundmg 

The large number of project requests subnutted suggests substantial Interest in the 
project The steermg comrmttee &scussions also provlded a forum for discussmg and 
identlfymg prionty policy research needs Nevertheless, some of the studies were criticized 
as too theorelxal, or too hfficult to translate mto policy imtiatives Some foreign experts 
brought m to do studies were seen as ~nsufficiently familiar wth Indonesian conditions to 
relate their theorebcal constructs to current Indonesian development problems In addition, 
the project selechon process may have generated interestmg-soundmg proposals that lacked 
drect relevance to policy issues Some participants m reviews of proposals found that the 
review process was as usefirl (if not more useful) than the stuQes bemg reviewed The 
discussions were seen as promotmg conceptual thmkmg about policy issues 



2 2 DSP 11 Ovewzew 

In 1986, USAIDAndonesia and the GO1 reviewed the progress of the project and 
concluded that the studies were not producmg the nght m x  of policy relevance and 
analytical ngor The llmit on individual subprojects precluded use of long-term experts, 
llrnitmg the project's ability to strengthen lnstltutional capacity The project was redesigned 
to operate much closer to the policy process The assistance provlded was to shft from 
specific studies to a set of policy areas, for whch a mix of long-term advisors and short- 
term consultants would provide studies and expert opimons BAPPENAS, the National 
Development Planrug Agency, would manage the project, whch would operate as a " t h d  
tank" wthm the mlnlstry, and provide a long-term advisor to the national statistics office 

DSP I1 went through two distmct phases The first phase, designed m the project 
paper, focused on buildmg a foundation of solld analytical research, much of it to be 
publishable, and improved data collecfion on Indonesia, but not necessarily linked to 
lmrnediate economic decisions Attenfion was to be given to current economlc policy 
issues, but a shelf of solid studies was also contemplated, to be avadable "on the shelf' for 
later use when specific pol~cy decisions arose Studies were generally expected to be 
publicly avalable In 1988, a shft in BAPPENAS management led to a redesign of the 
project T h s  second phase shfted the focus away from publishable research to more 
dlrectly policy-relevant work for the operatmg bureaus of BAPPENAS, often on a 
confidential basis 

2 3 Phase One The Thmk Tank (June 1987-August 1988) 

In 1987, a four year contract was signed wrth DAI (Development Alternatives 
Incorporated) and BIDE (Boston Institute for Developing Economes), wth  the intent of an 
addtional two-year non-competitive extension if the project proceeded success~lly BIDE 
and DAI were to provlde the adv~sors to staff the research center or "th~nk tank," whch 
would bulld an mshtutional basis on whch good policy decisions could be made The 
onginal techca l  assistance team saw the project as a vehcle to build data bases, conduct 
economc research, prepare groundwork studies, provlde trsll~llng for young researchers, and 
facilitate policy dialogue Well-known experts from various fields would be used as short- 
term consultants, both to b m g  their expertise to bear, but also to fmliarize leading U S 
academics wth  Indonesia The DSP I1 workplan focused on research on mdustry, 
employment, and trade, and on techcal  advice on statistics 

In th~s  phase, DSP consultants' prlrnary contacts were wrth three of the Deputy Cha~rmen m 
BAPPENAS the Deputy Charman for Econom~c Aff's, the Deputy Chaman for F~scal 
and Monetary Affms, and the Deputy Chaman for Human and Natural Resources 
Development These three, along wth representatwes from other parts of BAPPENAS and 
other m s t n e s ,  were members of a steemg c o a t t e e  that gulded the &rechon of the 
research In the flrst three months of DSP 11, a research agenda covemg several years was 
constructed wrth the approval of the Project Steenng Comrmttee 



The "think tank" design created an academc environment conducive to producmg hgh  
quality, hgh value research m a relatively short amount of tune The researchers mvolved 
felt that it was a hghly-productive envlronment for academc thought and performance 
Several U S academics that worked in DSP d m g  th~s penod charactenzed it as the most 
stmulatmg and productive penod of thelr lives However, ths  analytical work did not 
track very closely wth  BAPPENAS' operational policy concerns Moreover, the 
BAPPENAS counterparts who were to work wth the U S researchers were able to spend 
little tune on DSP studies because of contmuing responsibilities at BAPPENAS 

Table 2 1 

DSP 11 Studies by Year and Type 

T v ~ e  of Paper 

Research Memos 
Statistical Papers 
P l m g  Documents 
Special Papers 
Research Papers 
Policy Memos 
Statistical Memos 

Total 

1987 1988 1989 1990 1991 1992 1993 1994 Total --------- 

Fundmg for h s  phase was approxunately $1 3 mllion T h s  covered four resident 
consultants, support staff and 14 short term consultants The team produced 61 research 
papers, statistical papers, research memos, special papers, and policy memos and provided 
mternshps for BAPPENAS staff 

In addition to the above studies, the DSP team began work on development of a 
computable general equilibrium (CGE) model in BAPPENAS to be used in policy 
decisions After considerable tme  and effort, it was concluded that the model was llkely to 
be too complex and too demandmg of updated data to be mamtamed on a regular basis 

A team member was also assigned to the Central Bureau of Statistics (Biro Pusat 
Statistik, or BPS) for a tnal year m the Bureau of Analysis and Methodology Development 
under the Deputy Duector General for Planrung and Analysis The consultant assisted the 
bureau wth data improvement and analysis In partuxlar, the DSP consultant was assigned 
the task of settmg up an informal data evaluaaon process to analyze the quality of data for 
the mdustrial sector, employment, wages, and nabonal accounts Tramng programs and 
data bases were developed as the situabon evolved Ths  lead to an addibonal DSP resident 
expert ass~gned to consult wth BPS m 1990 



Dumg the first phase, most papers were publicly available, but the distribution of 
two research papers and one special paper were held up by BAPPENAS officials as 
involving hghly sensitive issues 

2 4 In Lzmbo (September 1988-February 1989) 

A new a b s t r a t i o n  took office 10 months Into DSP I1 A new head of 
BAPPENAS was chosen, and many of the deputy chamen changed The new leadershp 
felt uncomfortable mth the role DSP played m the Ministry In particular, the new 
Muster felt that the DSP advisors were too visible and not responsive to the short term 
policy needs of the Muustry One paper published by a leadmg DSP researcher, cntical of 
some Indonesian economic trends, also created concerns about the desirability of publishmg 
under the project 

The project went into limbo at h s  point Work continued on studies imtiated before 
September 1988, but new studies were held up except for a few small projects Fundmg 
for ~s phase of the project was approximately $900,000 The statistical assistance was 
allowed to continue Despite the lull m relations, 22 research reports, stabstical papers, or 
research memos, policy memos, and special papers were completed Eleven short-term 
researchers came to Indonesia to do specific work 

The statistical advisor in BPS was not affected by the Bappenas problem, and h s  relations 
wth BPS developed smoothly T r a m g  exercises, data base and survey design 
mprovements, and data mprovement activibes contmued without mterruption 

2 5 Phase Two Internal Polzcy Studzes (March 1989- June 1995) 

In 1989, BAPPENAS and USAID redesigned the project, creatmg a more closely 
k t  and more confidential worlung relationshp between DSP and the three deputy 
chamen m BAPPENAS The DSP team focused on becomrmng much more mtegrated 
mto the Bappenas structure, providing mformation on urgent policy questions and utilinng 
the mfrastructure bmlt up m the first phases Fire-fightmg and speech writmg replaced 
some of the long-term projects Contacts wth  officials outside BPS and BAPPENAS were 
reduced Publication of policy advice and papers was restricted 

The CGE model and other macro-econometnc modelmg efforts were abandoned for 
a much slrnpler macroeconomc model adapted from the World Bank's remsed mimmurn 
standard model (RMSM) The RMSM was adapted to Indonesian condibons and mstalled 
by DSP I1 consultants to forecast lfferent budget scenanos GO1 officials have found h s  
model practical and usehl in its day-to-day operations, and have taken over its management 
from DSP 

Though the operatmg style of the project changed from a more long term mew to a 
short term mew, the purpose did not The team contmued to assist BAPPENAS m 



exammng policy issues m the area of employment, mdustry, and trade DSP I1 was 
specifically set up to assist BAPPENAS The emphasis was to be flexlble in respondmg to 
the needs of the Indonesians (Project Paper, June 1986) Durmg the first phase of DSP 11, 
the Muustry officials could not digest the sheer number of studies produced Trained 
economists were m short supply wthm BAPPENAS and then- time was stretched among 
many activities BAPPENAS needed to strengthen its own research and analysis 
capabilities, whde covemg the gap in the short term wth  the DSP I1 advisors DSP I1 
filled thls gap wth analysis on immediate concerns, m add~tion to helping build up 
BAPPENAS's own capabilities through worlung wth the professional staff The contractor 
demonstrated considerable flexibility in adaphng its operations to the changed condihons 
Thls contnbuted substantially to the project's eventual success 

An important feature of the new design has been the collaborative research 
conducted through worlung groups These worlung groups have consisted of DSP 
consultants and BAPPENAS staff Examples of these worlung groups include a worlung 
group centered around the macroeconomc model and a worlung group researchmg rural 
credit systems Worlung groups and tasks forces were the mam mode of methodology 
transfer from the DSP team to BPS and BAPPENAS staff In addrtion to these 
collaborative efforts, DSP consultants worked wth Indonesian research assistants from BPS 
and, for the first year, from BAPPENAS 

Fundmg for the second phase of DSP I1 totaled $13 6 mllion Some 120 research 
memos, pollcy memos, special papers, research papers, and statistical papers have been 
produced m thls phase Topics covered trade, mdustry, urban development, and 
employment 

DSP techcal  assistance to BPS continued to be very successful dunng thls phase 
Besldes expert advice, it mcluded tramng semars  for BPS staff, transferring 
technology/methodologies to BPS 

2 6 QuaIrty and Cost of Inputs 

Semor Indonesian officials considered the project as havlng been successful, both m 
terms of the quality and responsiveness of the DSP I1 consultants, and in institution 
buildmg at BPS and BAPPENAS Most DSP consultants developed close professional 
relahons wth  seruor Bappenas staff, and GO1 officials were enthusiastic about the quality 
and responsiveness of the DSP professionals 

D m g  Phase 11, the project mcluded between two and four long-term consultants, 
all Ph D's m appropnate fields wth extensive experience m consulting either wth a firm or 
a major donor or both The short term experts had doctorate degrees m appropnate fields 
and had extensive experience in their fields In many cases, the experts had considerable 
experience m Indonesia as well Some-short term consultants were specifically requested 
by BAPPENAS officials The team was also assisted by research assistants who attended 



Ph D programs m the U S after their experience wth DSP 

Approximately 20 BAPPENAS staff members were t r u e d  m the development and use of 
the macroeconomic model, whch plays an important part rn the preparation of the 
REPELITA Three BPS officials have also been trarned in survey design and statistical 
models and methodologes, mcludmg staff m regional offices 

Project costs appear to have been reasonable m terms of the expertise provided The 
direct cost, lncludmg salanes, hnge  benefits, travel and transportation, allowances and per 
diem, and other drect costs is estimated to be approxunately $14,200 per person month for 
the field consultants Including overhead and other project support costs, the total cost per 
consultant month m Indonesia is estimated to be around $25,000 Project costs associated 
wth  purchase of equipment, including vehcles, data processing and offrce equipment, and 
library matenals appear to have been reasonable 



Chapter 3. What Does Econom~c Adv~ce Do? 

3 1 The Impact of Polzcy on the Economy 

Does economc policy matter? Over the longer term, the evidence strongly supports 
an affirmative answer Nahons have nsen and fallen based on the climate they provided for 
accumulation of capital and production effic~ency The m e  of Western Europe after 1500, 
when Chma was far more advanced m both technology and political orgamzation, has been 
explamed as a result of differences in economic policy frameworks' The recent rise of 
some nations (e g , the hgh-perfonng Asian economes) and the stagnation or decline of 
others (e g , the former Soviet bloc, Argentina, much of sub-Saharan Africa) is seen by 
economists as evidence of the central importance of policy 

Indonesian experience also confirms the generalization There was little difference 
in basic national goals between the Sukarno (1950-66) and Suharto (1966-present) regimes 
Both were nat~onalistic and suspicious of foreign duences  Both sought to lead Indonesia 
to a place as an eventual world power Both believed in mass education and sought to 
unprove the condibons of life of the poorest Indonesians Both saw the state as the lead 
actor m national development Both were suspicious of unfettered capitalism, whch both 
feared would benefit foreigners and the Chmese mmority at the expense of the majority 
Their difference was fundamentally in the types of economic policies used by the two 
leaders in then pursult of similar national goals Sukarno's view, articulated in an 'I Hate 
Economists' speech2 to the student body of the Umversity of Indonesia, was that the 
concerns of orthodox economists were irrelevant to Indonesian needs, and that only Manust 
economcs was useful Suharto, on the other hand, relied unportantly on the prescriptions 
of a small group of U S -tramed economists 

The contrast in performance was stark The Sukarno penod was disastrous for the 
realization of Indonesian goals Per capita mcomes fell sipficantly, inflation took hold, 
and, by 1964, whch Sukarno called the "year of livmg dangerously," economic calamity, 
serious food shortages, and political cnsis were at hand During the subsequent three 
decades, dramatic improvements in the conditions of the average person have occurred Per 
capita incomes have more than tripled By one yardstick, the share of the population living 
m poverty has fallen from 60% to under 15% Average caloric intake has risen by 40%, 
and life expectancy Increased from 44 years to 60 

1 See, for example, Nathan Rosenberg and L E B~rdzall, How the West Grew a c h ,  for a 
descnpbon of the development of an institut~onal environment favonng growth m Western Europe after 
1500 

'See Glassburner (1991) 



3 2 Polzcy Reform, Mazntenance and Decay 

Whle economc policy is cntical to long-term growth, there is no hard-and-fast or 
unambiguous llnkage between the quality of economc policy and economic growth results 
It is the ambiguity and the complexity that leads to the wide Qversity of policies pursued 
by governments of different countries The reason that some governments pursue 
approaches that bnng negabve consequences m the longer term is surely that they are 
mstaken m thelr percepbon rather than that they purposely intend to prevent growth 

Why Are Economists Needed7 

It is easy to say that economc policy is the key to growth Tlus does not 
necessarily create a need for economsts One could simply pick up the latest prescriptions 
offered by the World Bank and follow them The basic recipes are relatively simple 
(though they do change somewhat over time) keep government focused on key public 
goods llke a stable legal framework, and mamtenance of public order, w th  government 
spending focused on key investments like mass education and ifrastructure, keep open to 
the world economy, wth  a utllfied market-detenned exchange rates, low tariffs and no 
restrictions on foreign investment, promote private production and marketmg of goods and 
services, wth government mvolved only to provide a legal framework and to promote 
compehtion 

Governments, however, are unllkely to ever follow such a set of pmciples, for two 
reasons Flrst, no government is likely to follow blmdly a set of rules espoused by foreign 
economists Second, governments cannot refram from govemg Even if government 
leaders believed the prescnphons of foreign econormsts, public opnon  would force 
government acbon on a wde vanety of economc concerns The public is far less 
convmced than academic economists of the value of long chains of deductwe reasomg, or 
of the desirability of follourlng abstract models m seekmg the public good In the modern 
age, governments have to take drect action on economc issues sunply to demonstrate 
concern for the needs of the population In other cases, intervention to strengthen or 
encourage major economic institubons or sources of employment usually gains wdespread 
public support, even though the effect is often mainly to protect the status quo, and existmg 
mterests, rather than to promote greater wealth 

Given that governments do act in a variety of ways to affect the operation of the 
economy, what role do economsts play m tlus process? There seem to be two man  
contributions of economists m the policy formabon process 

1 Resource Limtatlons and the Need for Choice 

Perhaps the most senous fsulmg of governments m developmg countries has been 
the un'w1llmgness to recogmze the scarcity of their resources Well-mtentioned 
governments have utterly fsuled to promote development or to Improve basic social 



conditions because they failed to choose By trylng to accomplish too much, they acheved 
too little Government spending was not consistent wth government revenues, so mflation 
accelerated, or the spending was not consistent with the balance of payments, so that 
foreign exchange shortages appeared Governments often refuse to face the fact of policy 
mconsistency, and attempt a variety of complicated regulatory approaches to control the 
mcons~stenc~es Such actions create distortions, and opportumties for economc "rent- 
seelung," whch lead to further regulations to deal wth the inevitable failmgs of the imt~al 
regulations Ultimately, the regulations prevent economic growth, whch m the long run 
slows the possible growth rate of government spendmg on social programs Econom~sts act 
as the guardians of prudent management of scarce resources 

2 Understanding Connections and Umntended Consequences 

The second contribution of economics is the recognlt~on of the "connectedness" of 
the economy Every action by government leads to actions elsewhere in the society that 
may remforce, or attenuate, or negate the effect of the governmental action Ths  means 
that government act~ons may have m t e n d e d  consequences, where the real effect is starkly 
Qfferent than the original mtention For example, wheat subs~hes in Egypt, intended to 
ease the poverty of urban consumers, probably mcreased the poverty of the poorest 
Egyptians -- those growng food -- whle increasing rural-to-urban mgration Government 
approval reqwements for new industr~al mvestrnent m India, mtended to increase the 
productivity of capital by preventmg excess capacity, actually reduced productiv~ty of 
cap~tal and mcreased excess capacity And everywhere, hoardmg of essential commodibes 
is most ev~dent where governments are most resolute m preventmg hoardmg 

It is m h s  area where the analytical role of economsts is unportant They attempt 
to "model" the economy by simphfymg its mynad mteractions mto a few key relat~onshps, 
and to draw the unplications of the behavior of the relevant actors W l e  imperfect, the 
econom~sts' models have the virtue of bemg more consistent and more predictwe than the 
alternatives In analymg the economy, economsts typically 

-- assemble relevant facts and experience 
-- analyze longer-term lmpl~cat~ons of immediate actions, and 
-- evaluate alternat~ve approaches 

It is these lunds of acbvlties that prov~de the "bread and butter" for economsts They can 
pronounce on broad pol~cy quest~ons, but thelr more fiequent contribution is in the careful 
analysis of the consequences of narrower policy quesbons or specific projects 

b Policy Mamtenance 

Experience suggests that sound economic policy is not self-mmtammg The quality 
of economc management wl l  gradually decay unless aclve steps are taken to prevent h s  
T h s  suggests that economsts can be valuable even where policy improvements are not 



bemg made, they prevent policy deterioration In the case of the Umted States, Ronald 
Coase has made the calculation that an economst could save society an amount of money 
equal to m c e  h s  lifetlme salary by delaying for as little as one week the adopbon of a 
policy that would decrease national income by $100 mllion 

Policy decay seems to spmg from two directions First, there is a continuing stream 
of new ~deas or short-cuts to national nlrvana being proposed Political leaders are daily 
treated to proposals that are identified by therr proposers as likely to generate large benefits 
to the nation at only small costs Such schemes often create special pnvileges for particular 
groups or individuals Government favors sought by f m s  or ~ndividuals typically include 
preferred access to public funds, hgher prices for the favored one's output or lower prices 
for its inputs Though such schemes are almost certam to benefit their promoters, their 
effect on the nation is often negative Instead of large benefits for few costs, the nation is 
saddled by few benefits for large costs Moreover, the beneficiaries tend to be concentrated 
among a few, whle the losers are dispersed, so the mobilization of effort to maintam such 
pnvileges even when thelr value comes into question is often large Mancur Olson has 
termed "demosclerosis" h s  tendency for countries to steadlly acqulre a variety of special 
privileges that serve special interests at the cost of the nation He argues persuasively that 
such "barnacles" are easy to acquire, but hard to elimmate As a consequence, democratic 
governments with long periods of peace wll  become progressively less able to grow and 
adapt to changmg world conditions 

Second, the idea of "economizmg" is Inherently unpleasant, and politicians hate to 
do it They are willing to listen to thelr economc advisors when tunes are tough Durmg 
general prospenty, however, there is a tendency to believe that hard choices no longer need 
to be made -- that the bountiful future wl l  provide sufficient resources for all good thngs 
(The chromc budget deficits of the Umted States trace m sigmficant part to spendmg 
decisions made m the 1960s and early 1970s (e g , entitlements, double-mdexation of social 
security), that though small at the tune, and mppable m the bud with no sigmficant polit~cal 
cost, grew to be giant problems to be addressed only by the most c o m t t e d  budgetcutters 

Thus, the role of the economst is not smply to raise the rate of unprovement in 
national wealth It is also to prevent detenorabon of the nabonal capacity to generate new 
wealth 

3 3 Role of Ideas, Government Leaders and Publzc 

The llnkage between good economsts and good economc policy is not automatic 
England had the world's best pohcy-conscious economsts between the two world wars, but 
th~s  &d not prevent bad pohcies, mcludmg mamtenance of an overvalued exchange rate 
Indonesia, wth only a few well-tramed economsts, avolded th~s  error 

Nowhere is the advice of economsts accepted uncntrcally by polltical leaders Such 
leaders draw thelr ideas from a broad vlsion of the problems of society and thelr role in 



dealmg wth  them For example, the hffermg growth outcomes m the hgh-perfonng 
Asian economes (HPAE's) and countries in Latin Amenca and Afirca IS probably due m 
part to differences m broad concept of their situation The HPAE's each faced senous 
external threats, and thelr leaders perceived their country as extremely vulnerable, and thelr 
prospects as dependent on careful husbanding of economic resources and great concern for 
growth 

On the other hand, governments in Latin America and Africa during the 1960s had a 
much more expansive view of their hstorical circumstances They wrdely accepted Walter 
Rostow's "take-off' -- probably the most popular metaphor (or model) m the hstory of 
economic development In two words, it characterized an approach that was widely 
adopted by developing-country governments m the 1960s and 1970s Government simply 
had to -- by whatever means at its disposal -- get the economy 'moving' fast enough to 
overcome the forces of tradition that were Impeding development, and modemzation would 
become automatic The economy would take off into sustained growth This provided the 
rationale for governments to ignore previous concepts of financial prudence, to bulld and 
operate factories or steel mills, or to use the tax and subsidy power in scattershot attempts 
to promote movement 

The power of the metaphor was not in the logical arguments or empirical data in 
Rostow's book Indeed, such evidence is almost totally absent, and development 
economsts were almost uversal  m thelr rejection of ths  'theory' He did capture, 
however, the can-do optmusm of the 1960s Ths  metaphor may have done great damage 
to the policy process m developing countries by lrnplying that development was virtually 
automatic once a certam stage was reached The experience of developing countnes after 
1975 demonstrated clearly that economc development was far more difficult than the 
metaphor lrnplied Those countnes that were most successfid dmng the last three decades 
-- the hgh-pe r fomg Asian economies -- were mstead fixated on thelr vulnerability and 
the tenuousness of progress 

In dealing wth  broad questions of vision, the role of the economist is to help the 
policymaker choose among alternatives, Identifying those that have more basis in logic, 
hstory and experience, and rejectmg ideas that -- however enticmg -- lack lt 

3 4 Role of Expert Consultants 

Economc policy m most developmg countnes, and certady in Indonesia, is m the 
hands of national government officials Nevertheless, the lack of human capital means that 
those with advanced tramng m economics can command semor government positions 
m l e  havmg the t r m n g  for careful economic analysis, such officials lack the tune to do 
it As m other countnes, the pollcyrnaker is faced wth the need to make quick decisions, 
to make policy where great complexity is involved, where non-economc factors are 
sigmficant, all the whle laclung staff to analyze these queshons carefully These needs 
provide a role for the expert consultant The role of the expert is thus to rncrease the 



productzvziy of the economc policymaker by lncreasmg the quality of h s  decisions The 
policymakers become more productive because 

-- they (idlrectly) thuds through alternatives more completely, 
-- they are able to assemble more relevant facts, 
-- they b m g  more expenence to bear on problem, 
-- they thmk about the consistency wth other goals, and 
-- they are able to articulate a coherent position more clearly and concisely 

Thus the foreign advisor's unpact on policy is mdlrect The advlsor operates 
through other mdividuals, so it is not possible to separate the advice or insight of the 
advisor fiom the policymaker's own thoughts or from other influences Consequently, 
assessing the impact of a policy advisor is difficult One m v e s  at a judgment based on 
several types of observahon 

-- Did the economc advisor have fiequent access to policymakers? 
-- Did the policymakers value the services of the policy advisors? 
-- Did decisions made by the orgmzation appear to have unproved m quality d m g  

the tenure of the economc advisors? 
-- Did the orgamzation unplement policies consistent with those espoused by the 

advisors? 
-- Did the orgamzahon increase its use of economc advisors, or to mstitutionallze 

advisory techques? 



Chapter 4. The Indonenan Policy Reform Context 

4 1 Introductzon -- Indonesza zn 1965 

Indonesia's economic performance smce 1965 has had little precedent in either previous 
hstory or the expectations of economists m the mid-1960s A leadmg economc 
development textbook from that era describes Indonesia as follows 

Indonesia must surely be accounted the number one economic failure among 
the major underdeveloped countries No other large and populous country 
presents the same stark picture of prolonged economic stagnabon, persevering 
throughout centuries of colomal rule and continuing throughout a decade and 
a half of mdependence Stagnation -- in the form of virtually constant levels 
of per capita mcome or an unchangmg structure of employment and 
production or both -- IS certady not unknown among underdeveloped 
countries, but the Indonesian experience, m whch a whole series of concepts 
of economic orgamzation, first m a colony and then m an mdependent nation, 
failed to bring sigmficant or lasting improvements m levels of living at any 
time, seems to be utllque 

Nor was h s  economic stagnation all Some saw Indonesia m far more 
apocalyptic terms Java had 68 mllion people m 1965 Ths  population density more than 
500 people per square lulometer made it appear to be a Malthusian trap Some experts 
argued that Java was undergomg an process of "agricultural involution" whereby mcreased 
amounts of labor applied to m e  producbon yelded steally d m s h g  returns (Geertz, 
1963) By th~s  argument, Java had no means for achevmg the capacity to feed itself, or to 
avoid eventual mass starvation (Keyfitz, 1965) 

4 2 The Performance Record 

Indonesia's economc growth rate smce the tune of those due predictions has 
averaged nearly 7% per year Per caplta income rose by 4 3% per year, from $207 in 1965 
to $884 m 1994, both measured m 1992 dollars 

The record on poverty reducbon is even more unpresslve By one poverty standard, 
the proportion of Indonesians livmg m poverty fell from 60% of the population m 1965 to 
14% In the early 1990s Other poverty cutoff lmes would y~eld Qfferent percentages, but 
all show the same dramatic declme (see Booth 1993) By the md-1980s, the country had 
moved from bemg the world's largest mporter of nce to self-sufficiency at average nce 
consumphon substantially hgher than that of the md-1960s Per capita calone 
consumption rose from around 1800 calonedday m 1965 to 2600 caiones/day by the late 



1980s Prunary educahon was also promoted heavlly, and nearly uversal  prunary school 
enrollments were acheved by the late 1980s 

4 3 Sources of Indonesran Econornzc Performance 

A vanety of factors contnbuted to Indonesian success Political stability is one 
factor One man has been at the top of the political system since 1965, endowng the 
country wrth policy stability Of course, numerous other developing countries also had 
such stability over roughly the same penod wthout acheving simlar results (e g , Cuba, 
East Germany, North Korea, Paraguay, Tanzama, Zare) 

Indonesian was also favored by large deposits of oil and natural gas, which 
dramatically boosted its export e m n g s  in the 1970s Yet Indonesia is almost alone among 
the major oil exporters in avoidmg a major decline after oil pnces began to fall in the early 
1980s Other major oil exporters (Mexico, Nigeria, Iraq, Iran, Algeria, Ecuador, 
Venezuela) all had to make, or even today are contmuing to try to make, adjustments to 
resume economic growth 

Wide political stability and a large natural resource base may have contnbuted to 
Indonesian economic growth, they also characterized Indonesia d m g  the long stagnation 
prior to 1965 Rather, the evidence suggests that Indonesia's economc performance is 
fundamentally due to a substantial improvement m economc policies 

The managers of Indonesia's economc transformation were a small group of mostly 
U S -tramed economsts -- funded by the Ford Foundation and AID'S predecessor, the ICA 
These economsts had taught at Umversity of Indonesia, and also at the mlitary staff 
college pnor to 1965 In the latter place, they established l~nks wth the mlitary officials, 
includmg General Suharto 

After mheritmg inflation of 600% in 1966, the "technocrats" who managed 
Indonesian economc policy moved quickly to lower fiscal deficits and to restore 
mternational payments On the fiscal side, the GO1 adopted and mamtamed the principle of 
no domestic financing of government deficit spendmg Ths  "no deficit" policy has 
elmmated what is typically the major source of inflationary finance m many developing 
countries Inflation was quickly brought down from the hyperinflation of 1965, and has 
been held below 10% m most years smce the early 1980s The second pmciple of 
macroeconomc policy has been covehbility of the rupiah, m effect smce 1971 
Convertibility has forced the Indonesian central bank to mamtam private-sector confidence 
m ~ t s  monetary management Any loss of confidence would qulckly lead to a run on the 
currency Indonesia has managed thls process wthout ever resortmg to an IMF standby 
agreement through careful management of its economy, by holdmg foreign exchange 
reserves m adequate amounts, and by bemg wllmg to make lmmelate adjustments when 
external shocks occurred 



In addition to balancmg the budget and m a n t m n g  currency covertibility, the 
Indonesian policymakers avoided some lmplicit subsidies common m other countries Like 
other oil-exporting counhes, the government felt polihcal pressure to keep oil pnces below 
world levels after the run-up in pnces m 1973 Whde doing ths  mtially through pnce 
controls, the GO1 subsequently placed the subsidy on-budget so that the cost of the subsidy 
had to be taken into account in the budget process Ths  created pressures to raise dome&c 
oil prices m order to make budgetary room avalable for hgh-prionty spendmg programs 
By 1993, oil prices had been raised approximately to world levels Indonesia seems to be 
the only major oil exporter that has acheved h s ,  and the explicit budgeting of the subsidy 
is the explanation why 

Indonesian investment policy was also an important factor in economlc growth In 
adhtion to a considerable emphasis on education and health investement in rural areas, 
government policy from early m the Suharto penod had promoted investment in rural 
infrastructure Ths  was at least partly as an employment-generating activity The 
Government established "Inpres" (for Instructions of the President) funds for labor-mtensive 
rural projects Some of these activities were funded from U S PL-480 local currency 
generations The rural mvestments provided tangible benefits to rural areas that helped 
assure broad-based growth Intensive government efforts to stimulate rice production 
through dissermnation of "green revolution" technology (also areas where USAID played a 
sigmficant role), also contributed to rural prosperity 

The three major elements of the policy set -- balanced budget, an open capital 
account, and rural Investment -- do seem to have provlded a sound economc policy 
context Nevertheless, it should be recogmzed that the elements did not, and still do not, 
conshtute orthodoxy m ths  matter Indonesia adopted its balanced-budget policy at a tme 
when econormsts m the Umted States were chdmg politicians to abandon their 
preoccupation wth  annual balancmg of government budgets Once freed from ths  fetter, 
the politicians have never looked back, and balanced budgets quickly went from the norm 
for U S budgets to an almost long term goal requmng a gargantuan effort Freeing the 
capital account was unorthodox m 1971, because of the potential for massive outflows of 
capital in any crisis Economists believed that trade in goods should be liberalized first, 
and that capital flows should be freed later, if at all Fmally, the emphasis on rural 
mvestrnent was contrary to orthodox development pollcy m the 1960s, whch emphasized 
taxation of the rural "surplus" in order to finance urban mdustnalization The solution to 
the paradox -- that the individual Indonesian policies were heterodox whle the overall 
policy is clamed to be orthodox -- lies m its political economy The first two elements of 
the tnad were more valuable for thelr power in preventrng large errors than in their mtrmsic 
importance They narrowed the range for policy decisions m ways that forced choices to be 
made The thlrd element of the h a d  helped prevent the political calamity that has befallen 
some countries where growth was too concentrated m the urban sector, besides producing 
unexpected economic returns to mvestrnent in rural areas and rural people 



4 4 External Shocks, Stabzlzzatzon, and Deregulatzon AJter the Od Boom 

The boom rn oil prices spurred Indonesian econormc growth d u g  the 1970s' and it 
was heavily dependent on oil for both export e m g s  and government revenue 
Nevertheless, it is Indonesia's performance once oil pnces began to decline that is most 
impressive The World Bank has noted that "Indonesia's performance is by far the best of 
the major oil exporters slnce 1985 "4 The lower pnce for oil smce 1985 has cost Indonesia 
annually revenue equal to 18% of its 1986 GDP Despite this shock, GNP growth since 
1985 has averaged more than 6% per year, whle inflation has been held to an average of 
8% 

Indonesia's success m the face of the adverse developments seems due to two major 
factors Flrst, unllke most of the oil exporters, Indonesia drastically cut government 
spending to match the decline in oil revenues These cuts fell most heavily on the 
investment budget, but big budget cuts proved less harmful than the policy of most oil 
exporters of masntmng spending while the fiscal deficit grew Second, the government 
began to be increasingly concerned mth sectoral and efficiency issues Indonesia's capacity 
to compete in world markets wth non-oil products was described by technocrats as 
impaxed by the "hgh-cost economy " A wide range of sectoral impehments were seen as 
responsible, and monopolies resulting fiom heavy restnchons on rnternational trade 
reinforced such impediments Ths  analysis led the Indonesian policymakers to embark on 
a senes of liberalization episodes during the past decade These efforts were sumed at 
creating export competihveness for the industnal sector Table 4 1 summarizes the major 
actions 

The drive toward a more efficient economy lnvolved economsts in a wider range of 
smaller policy issues With the increasmg complexlty of the Indonesian economy, it was 
perhaps no longer possible for a few slulled technocrats to manage the economy adequately 
fiom the top The mcreasingly broad and sophisticated mdustnal sector responded quickly 
to government policy actions, and the potential for distortions grew mth the complexlty of 
the economy - 

4World Bank (1994) p 16 



Table 4 1 

Liberalization Episodes since DSP Began 

1 Forelgn Investment Policy Liberalization of Regulahons m 

Apnl 1985 
May 1986 
1988 
Apnl 1992 

2 Trade Liberalization cuts m tariffs m 

May 1986 
October 1986 
January 1987 
December 1987 
November 1988 
May 1990 
June 1991 
June 1993* 
October 1993* 

3 Customs Serv~ce pnvahzed, Apnl 1985 

4 Bank regulatory reforms 

Crel t  Allocahon and Interest rate cellmgs ended, 1983 
Opened to new banks, foreign and domestrc,l988 

5 Transportation regulatory reforms m 1985 and 1988 

6 Tourism pollcy reform m December 1987 

7 Insurance Reform m October 1988 

Except for starred ztems, liberalization eplsodes are from I311 (1994) Starred items are 
from MacIntyre, 1994 



4 5 The Role of BAPPENAS 

The Indonesian National P l m n g  Agency, BAPPENAS, has played a key role in 
Indonesian economic policy, and much larger than the role typically played by the national 
p l m g  office m developing countnes It has played a major role in mteragency debates 
on economc policy issues Until recently, BAPPENAS was the secretariat for the 
monetary board, being seen as the honest broker between the rrrrmstry of finance and the 
central bank The major figures among the economic technocrats have headed thls office 
prior to moving to head the other two economc pollcy players, the central bank and the 
rrrrmstry of finance, or to become the Coordinating Mimster for Economc Affam The 
current Coordinatmg Muster was head of BAPPENAS in the previous term of 
government BAPPENAS has two specific major responsibilities preparation of the 
national 5-year plan, or REPELITA, and of the annual government investment budget 

REPELITA BAPPENAS prepares the five-year development plans of the GOI, for 
whch the sixth was introduced in 1993 The plans provide broad outlines for government 
policy during a presidential term The current plan emphasizes poverty reduction, 
particularly through increased attention to Eastern Indonesia 

The Development Budget BAPPENAS also decides on the allocation and amount 
of the government's annual mvestment budget, exceeding $13 billion per year, or about 8% 
of GNP Ths  places the mstitution at the center of the decisionmalung process on program 
du-ections Economc policymalung m Indonesia, both on the specifics of the development 
budget and on other policy issues is usually characterized as very collaborative, mth 
consensus playing an important role, and mth extensive use of mteragency workmg groups 
to idenbfy and elaborate new policy mtiatives 

4 6 Role of the USAID Mzsszon and EPSO 

In financial terms, USAID is a small donor m Indonesia Its $60 million per year m 
gross flows, represents less than 3% of net ODA, and less than 1% of total official flows 
On a net basis, U S ODA was less than marginal in 1992 and 1993, as Indonesian 
repayments on past U S aid exceeded new funlng Ths  compares wth more than $1 
billion per year in net ODA &om Japan and more than $500 mllion from the European 
Umon and its members The World Bank and Asian Development Bank each provide more 
than $1 billion per year m new lendmg It is clear that the USAID has Influence m 
Indonesia far beyond the meager resources it provides to Indonesia5 

'The evaluation team's access to senior officials of Bappenas, the Ministry of Flnance and the central 
bank m domg the evaluabon is evidence on this point The willingness of such officials to dlscuss at 
length Indonesian economic pollcymakmg and the DSP project 1s itself ev~dence both of 
disproportionate USAID access and of a h~gh valuation of the project by the Indoneslan government 



The margmal role of AID is also dlustrated by Table 3 1, whch shows the relatwe 
USAID position in grant techcal  assistance Accordmg to the estmates compiled by 
UNDP for 1993, AID provided about 5% of the grant-funded foreign experts to Indonesia 
Its contribution agam was dwarfed by that of Japan Nevertheless, AID provided a 
substantial share of total foreign techcal  assistance in three areas economc management, 
development admmstration i d  health 

Table 3 1 

Forelgn Advisors m Indonesia 
Funded by Donor Grants 

Sector USAID UNDP Japan Other Total 
Economic Management 15 5 0 0 20 
Development Admmstration 5 6 0 8 
Natural Resources 0 12 175 35 222 
Human Resources 0 23 39 99 161 
Agriculture 19 23 120 207 369 
Industry 0 45 0 40 85 
Energy,Transport, Comm~cat ion  4 32 186 30 252 
International Trade 0 0 3 3 6 
Social Development 4 44 14 18 80 
Health 19 15 0 6 
Other - 5 2 3 3 0 3 0 8 3  

Total 
Share 

Source UNDP, Development Cooperation Indonesia, 1994 

In the first two categones, USAID is the dommant provider (A UNDP project cnth 
the Indonesian foreign Investment promotion agency is the only other donor activlty m 
these areas ) The USAID actmbes mcluded the DSP project and two sub-projects under ~ t s  
AARSP project -- one to assist the rmtllstry of trade on trade policy issues and one to 
promde tax experts to the rrrrmstry of finance and specialized financial experts for the 
central bank The USAID mvolvement m these areas is particularly noteworthy m view of 
the Indonesian government's reluctance to have foreign involvement m economc policy 
issues (Indonesian policy rejects condiQonal foreign assistance, and Indonesia has not had 
an IMF stand-by for the last two decades ) Consequently, the wllmgness of the GO1 to 
accept USAID assistance in &.IS area is an m&caQon of confidence that U S techca l  
assistance genuinely serves Indonesian needs, rather than some purposes of the donor A 
number of Indonesian government oEcials mterviewed indicated that AID has a 
comparative advantage over other donors m ths  type of assistance 



Although the DSP team saw its mandate as servlng BAPPENAS' needs, the project 
appears also to provide some benefits to the AID rmsslon Flrst, operafional and 
management issues from the project put USAID staff, parhcularly the economsts in the 
EPSO office, in frequent contact wth seruor BAPPENAS staff l k s  creates opportunities 
for Qalogue on economc issues Second, the techcal  discussions among economists at 
DSP, in BAPPENAS and in EPSO appears to have benefited all three parhes in 
interpretmg Indonesian reality 

More broadly, the mvolvement wth BAPPENAS slmply puts USAID mto a position 
of belng able to understand and appreciate the economic policy issues facmg the Indonesian 
government Ths  has been helpful to the rmssion in desigmg its assistance strategy, and 
in providmg useful perspectwes m other fora, such as the World Bank-led Consultative 
Group on Indonesia It also provided entree for the mission wth the central policy 
formabon process on techca l  issues m sectors such as health and envxonment, where 
USAID's work is prunmly wth line mimstries or wth NGO's Thls ability to address 
concerns at the pollcy level should Increase the effectiveness of such sectoral projects 



Chapter 5 Assessment of DSP I1 Policy and Institutional Impacts 

5 1 Oventzew of DSP 11 Research and Consultmg Progvam 

DSP I1 began its work wth  BAPPENAS in 1987 by proposmg a research program 
focused on employment, mdustry and trade policies "The central purpose of the research 
program under DSP I1 is to strengthen the factual and analytical base for policy decisions m 
dealing wth the issues of employment, industry and trade In its first year the program was 
also concerned wth  providing results useful m the formulation of REPELITA V Fmally, 
m its first year and a half, the program worked to strengthen systems for gathenng and 
usmg stahstical data "6 With a clear focus on policy relevant research, DSP I1 activities 
were orgmzed mto three special-purpose and one general-purpose blocks that focused on 
the unpacts of government policies These were 

-- mdustrlal structure, mcluding issues such as public vs pnvate ownershp, foreign 
and domestrc mvestment, technology transfer, and small vs large enterprises, 

-- ~mpact of government pollcles on product markets, includmg trade and industnal 
structure issues 

-- governmental pohcles affectmg mput markets, especially labor markets, and 

-- data systems and analylxcal methods and models, whch was seen as providmg 
the infrastructure for other more dlrectly policy-relevant research 

Whde the program was lmtially mtended to build data, ~nformational and analytical 
bases for medium-term policy use, the program that was m fact unplemented was 
potentially relevant to the government's ongolng program of deregulation, decentralizatron 
and debureaucrahzation However, the volurmnous outpouring of research durmg the first 
two years of DSP I1 was not sipficantly utilized by BAPPENAS policy makers Some of 
the research was clrculated to the wder economc policy research commumty, but its policy 
unpact was apparently m~n~rnal 

As the DSP I1 program evolved, the focus shfted from a hnk tank wrth supply- 
dnven menu of research designed by DSP consultants to a demand-dnven model that 
reflected more specific policy needs of BAPPENAS decision makers T h s  shft mcluded 
Increased emphasis on budgetary issues, macroeconomc policies and projections, health, 
education and poverty issues, regional development concerns, and assessments of 
mvestment proposals of other government rrrrmstnes and donors The program shfted from 
a research program to a more mteractwe policy advisory relationslup that contmued to 

"DSP I1 Research Program Employment, Trade and Industry, Plannmg Document #I," October 
1987 



support the objectwe of increasing the efficiency of governmental polic~es and programs 
affectmg employment, trade and mdustry The consultancy relationshp that evolved 
provided a multitude of useful but confidential techcal analyses and advisory services m 
support of BAPPENAS management and policy makers As a result, the producbon by 
DSP advisors became increasmgly difficult to document However, policymakers mside 
and outside BAPPENAS repeatedly attested to the evaluation team that t h ~ s  approach 
increased the usefulness of DSP I1 to BAPPENAS decision-makers 

The research and advisory services provided BAPPENAS by DSP I1 affected the 
policy reform environment wthm BAPPENAS and other mmstries largely by providmg 
evidence of the efficacy of reform actions already ltllhated As wth  all comprehensive 
reform programs, there was real need to demonstrate that the reforms were in fact 
producing broad-based benefits DSP also played a sigmficant role in defendmg agamst 
policy retrogression through its advisory role m assessing development project proposals 
Whde DSP I1 can not be credited with dwectly imt~ating new reforms, it clearly supported 
BAPPENAS' capacity to participate m inter-mmstenal reviews of policy reforms and 
budgetary and development program decisions supportwe of reform 

A samplmg of DSP I1 work and ~mpacts on pollcy reform and mamtenance is 
presented m the followmg section Ths  section IS followed by an overall econormc 
assessment of DSP's role providmg techcal  assistance and analyses to promote and 
mantam reforms and prevent policy detenorat~on 

5 2 Examples of DSP I1 Polzcy and Instztutzonal Impacts 

5 2 1 The Bali Boom and Foreign Investment Deregulat~on 

In 1987 DSP uutiated a senes of stules on the role of fore~gn investment and fm 
size m transferrmg technology and expandmg exports The first study, "Is Small Foreign 
Enterprise Beautiful," argued the theoret~cal case for encouragmg fore~gn mvestment m 
many small enterpnses It argued that such firms provide on-the-job tranmg and easily 
repl~cable models of technology and management Th~s  model was contrasted with the 
nationalistic preference for a lunrted number of large foreign mvestments whch could be 
readily momtored by the authorit~es, but whch offered llrmted potential for technology 
transfer, management emulation and export growth 

The theoretxal analysis was complemented by an empmcal assessment of "The 
Boom on Bali Implications for Research and Policy " Tins paper documents a boom m 
non-tradibonal exports from Ball that was only beglnrung to be noted Ths  export growth, 
notably m garments, was dommated by small-scale rural enterpnses under mlgenous 
ownershp and management Country roads were lmed wth households producmg for 
export on a puttmg-out basis, and rural lncomes were movmg up fast Product lines were 
lversifjmg rapidly, as local enterpnses proved themselves capable of competmg m hgh- 



value markets where short product cycles, demanding quality control, and hght delivery 
schedules are the norm Small foreign investors servmg manly as consultmg designers and 
marketers were the essential links between local f m s  and external technology and 
marketing channels 

Ball's export boom would probably never have matenallzed without major 
governmental investments in commutations, transportation, and other mfrastructure for 
the promotion of foreign tourism However, the paper argued, enforcement of existing laws 
govemng foreign residence, investment and business ownershp would also have prevented 
the boom from o c c m g  Balinese export manufactumg took off because these laws were 
not enforced Foreigners who had entered as tourists sometunes remaned and began 
exportmg garments on a small scale The success of the inltial exporters stimulated 
mtators, and led to rapid increases in production for export As llnkages with foreign 
buyers were stimulated, new deslgns and adaptabons to foreign tastes fwrther inceased the 
export potential 

The paper argues persuasively that Indonesia's laws are biased aganst foreign 
involvement m small enterprises and that reform is essential to export growth The paper 
calls for (1) relaxahon of the extremely strict ~ m g r a t i o n  laws whch discourage fore~gn 
entrepreneurs and professionals fiom commg to Indonesia, (2) liberalization of laws 
govemng foreign investment and ownershp, (3) deregulation of sur transportation and the 
upgrading of surports and seaports 

DSP's 1988 study "Made in Bali An Indonesian Export Success Story" documents 
m more detal the Bali garment export boom and the role of foreign buyer-consultants m 
mtroducmg hgher value designs and penetratmg fashon markets m the U S and Europe 
In 1993 a fmal DSP study on Bali, "Follow up to the Boom m Bali Prelmmary 
Assessment," documents that the boom on Bali contmues, but it faces heightened 
compeht~on from Chma and elsewhere in the production of low-slull goods The 
opporturuty to capitalize on the emergence of Bali as a design center and source of 
competitive advantage for all of Indonesia is seen as a way to overcome the competitive 
challenge Policy recommendations agam focus on liberalization of unmigration and 
mvestment rules 

Whde the first two studies were wdely distnbuted throughout the policy research 
commwty m Indonesia, restnchons on distribution of the latter two reports lim~ted therr 
readershp to BAPPENAS policy makers However, BAPPENAS staff said they were very 
useful m mter-wstenal policy &scussions, by providmg additional evidence of the 
lrnportance of deregulation, parhcularly for foreign rnvestment Whde no one-to-one 
relahonshp is clamed, the studies contnbuted to rnter-mmsterial deliberations of proposals 
for mvestment deregulahon 

Sigmficant reform of the foreign mvestment regme was m fact lrutlated in 1989 Of 
most relevance to small foreign mvestors, the rmflllllum size of foreign mvestment was 



reduced from $1 rmllion to $250,000 The mmmum was finally ellrmnated in 1994 Other 
reforms adopted in 1989 included the relaxatron of divestiture reqwements (elminated for 
export activities), replacement of a restrictive posibve list of sectors eligible for foreign 
mvestment wth  a short negative list of sectors where foreign mvestment is prohbited, and 
foreign f m s  were given almost the same access to domestic fmancmg as domesbc firms 
Investment deregulation was accompamed by deregulation of shppmg Finally, free entry 
of tounsts wthout the need for visas, whch had operated only for Ball, was extended to 
other parts of Indonesia 

Whde it is not possible to separate out the mdependent effect of foreign direct 
investment reforms from the broader reform program, mcluding trade and financial sector 
liberalizahon, the investment reforms clearly were sigmficant contnbutors to the foreign 
mvestment boom that has taken place since Approved foreign investment increased from 
an average of around $2 billion a year between 1984-1988 to an average of over $8 billion 
a year between 1989-1993 Of more relevance to the small scale investment recommended 
by the DSP studies, foreign investment m textiles and leather Increased from an annual 
average of around $70 rmll~on between 1984-88 to an average of over $600 rmllion per 
year between 1989-93 

5 2 2 BPS Data Improvement, Insltution Building, and Data Uses 

It was recogmzed at the begimng of DSP I1 that national data deficiencies 
sigmficantly limited the opportwuties for empirical policy analyses and sound policy 
formation m Indonesia The Central Bureau of Statistics (BPS) 1s a very professional 
orgmzation, and collects and publishes m a tmely fashon an unusually wde range of data 
compared to other countries m a similar stage of development Nevertheless, reliability of 
some of the data was questionable, and difficulties in accessmg and usmg mterrelated data 
sets were seen as an unpedment to policy analysls 

Much of the success of the DSP I1 collaborabon wth BPS is related to its support of 
institution-bullding The DSP consultants developed and mstalled vmous statistical 
systems to assure increased reliability and comparability They also worked dlrectly wth  
the staff and tramed them m updatmg and managing these systems T h s  tramng 
emphasized more systematic methods to analyze data problems The consultants also taught 
staff members how to commulllcate more effectively through written reports 

The mtial assignment given to the DSP consultants was to create a new &rectory 
system for mdustnal, trade and employment data A new system was designed to decrease 
under-coverage and to idenbfy mconsistencies in survey data A major part of establishmg 
these data bases was resolving mconsistencies between surveys These exercises eventually 
led to the backcastmg system (discussed below) In additlon to the creation of these 
systems, eleven stabstical papers mcorporatmg tlus data were wntten 

DSP I1 consultants also designed a process of updating hstoncal lnforrnation on 



medium and large establishments called backcasting Indonesia has an annual census of 
such establishment New firms often had operated for some years before entering the 
sta~cstical net, and any employees and sales of such f m s  were attributed to the year they 
were fust idenbfied T h s  method mvolved re-surveymg newly-identified establishments for 

~ - 

hstoric data on employees and date founded, and using ths  information to adjust the 
survey data for previous years Eighteen statistical papers and research memos were wntten 
on backcasting 

Use of the backcasting system led to major revisions of manufacturing value added 
and the GDP growth rate between 1981 and 1987 Prior to these revisions, the GO1 had 
estimated the growth rate of manufacturing at 6 percent, and the growth rate of GDP at 4 1 
percent per annum Followng the DSP analysis, manufactmng growth was revised to 13 
percent and annual GDP growth was raised to 5 1 percent These revisions were of great 
mportance for subsequent GO1 policy discussions In response to oil price declines, the 
Indonesian government had begun a series of reforms begintllng in 1983 toward a more 
outward-oriented policy framework The imtial reading of the national income data showed 
practically no response m manufacturmg output nor in GDP to these ~mtial steps As a 
consequence -- and because some f m s  had been hurt by increased competition --the 
deregulation policy was increasmgly being quesboned 

These new results greatly strengthened the hand of the technocrats in arguing for 
mamtamg and mtensifjrmg the fieemg of the economy The new manufactumg data also 
demonstrated that deregulahon had not been detrmental to small firms, as was previously 
thought The hgher growth rate further explained why energy infrastructure had not been 
able to keep up wth  demand m the 1980s Once it was clear that manufactmng had been 
mcreasing at m c e  the rate ongrnally thought, the energy deficiency was easily explamed 
The revlsed data, by establishmg a more correct linkage between growth m demand for 
energy and growth m manufacturing and GDP, led to downward revisions projections for 
needed energy infrastructure m the 1990s Better data prevented overinvestment in electnc 
generatmg capacity 

Sigmficant progress in surveying techmques and clearung data was made m the 
quarterly and annual surveys of large and medium manufacturmg establishments 
Improvement of the surveys has required changes in samplmg procedures, questionnsllre 
design, and computation procedures DSP installed a computerized system to handle these 
surveys and produce the latest quarterly manufactmng growth rates These surveys are 
now the source of manufactmng GDP data for Indonesia In addition, twelve wntten 
reports on the survey system were produced 

DSP consultants also worked on SAKERNAS, a quarterly labor force survey of 
65,400 households, and the annual SUSSENAS survey whch provides lnformation on 
socioeconomc mdicators such as mcome, education, and health These two projects were 
not fully completed due to tune constramts and lack of future funlng for DSP DSP also 
piloted a management mformahon system whch collected lnformation from the Kabupaten, 



or sub-regional, level 

Indonesian assessments of the BPS data systems work were hghly posihve BPS 
seruor management strongly prsused the DSP consultants, and mdicated that they would 
have llked to see the project continued They were more than satisfied mth the dnectory 
systems and backcasting methods and felt that these systems could be managed in the 
future wthout assistance fkom DSP However, they ind~cated that contmued assistance mth 
the quarterly surveys, SUSSENAS, and the management information system was needed 
The technologylknowledge transfer from the DSP statisticians to BPS staff members stood 
out as one of the collaborahon's most ~mportant features BAPPENAS and BPS were 
clearly pleased wth  the close worhng relationslups that had developed, wlth BAPPENAS 
being one of the heaviest users of BPS data The links between BAPPENAS and BPS as 
users and suppliers of statistics were also strengthened by the project, to the benefit of both 

Other policy analysis m t s  m Indonesia, includmg HIID and the World Bank, argued 
that the data improvement assistance provided by DSP I1 has been extremely mportant to 
all concerned wth  reliable data for policy analyses Whle no one knew how to quantify 
the value of such data mprovements, all agreed that DSP's effort were extremely valuable 
to sound policy analyses 

Slgmficant praise for statistical upgradmg has recently come from the press A 
Jakarta Post (March 29, 1995) e&torial commended the Central Bureau of Statistics (and 
mdlrectly DSP) for " the efforts by the bureau to steadily mprove the reliability and 
relevance of its statistics As foreigners pour billions of dollars into the emergmg market 
countnes like Indonesia, the avalability of more up to date, reliable economc data has 
become one of the factors considered in piclung the place of Investment Economc 
statistics whch are tmely, accurate, comprehensive and objective are crucial for investors 
wanting to analyze busmess prospects and risks " 

5 2 3 DSP Modeling for the Budget, REPELITA and Development Policy 

A considerable portion of DSP resources (perhaps as much as one-fourth) have been 
devoted to work wth  models of the Indonesian economy to analyze mcro and macro 
policy issues and provlde regional and national projechons for annual budgets and the 
nahonal 5-year plan, REPELITA DSP's first modeling paper in 1987~ surveyed the exltmg 
Indonesian models, includmg Input/Output (IIO), Social Accountmg Matrix (SAM) and 
Computable General Equllibnum (CGE) models With several I10 models already in place 
m the Muustry of Industry and BAPPENAS, it was concluded by DSP that what was most 
needed was a set of relatively small, US-style CGE models whch could be run in 
Indonesia DSP agreed to work cooperatively wth the Harvard Institute for International 
Development (HIID) group at the Muustry of Finance on developing the models, wth  HIID 

' DSP,"Economy-Wide Macroeconomic Modeling m Indonesia," 1987 
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to focus on interest rates and the balance of payments, whle DSP models were to focus on 
employment generatron, regulation and mcome Istnbution A senes of papers followed m 
1988' documentmg DSP's considerable efforts to develop and utilize operational CGE 
models to capture the dlrect and indirect economy-wde effects of policy changes, such as 
devaluation, deregulation, export promotion, and physical and human capital investment 
policies As the difficulties mth fully implementing such complex models, includmg data 
shortfalls, became apparent, DSP's interest m CGE modelmg ended, and BAPPENAS 
pressed for simpler modeling that would directly support p l m n g  for REPELITA and 
annual budgets In retrospect, it seems clear that the CGE modellng effort was overly 
ambitious 

In md-1989 DSP irutiated its Macro Modeling Project in collaboration mth 
BAPPENAS The Deputy for Monetary and Fiscal Affaus requested DSP I1 to work with 
members of a 15-person Workmg Group as they constructed a short-run macroeconomic 
model of the Indonesian economy The model was geared to the annual budget cycle, and 
was to be used to estimate the impact of policy changes on economic indicators such as  
national production, mvestment, employment and inflation DSP I1 staff provided critical 
techmcal assistance for deterrmmng the structure of the model, obtaimng needed data, and 
setting up appropnate computer software to perform simulations using the model The 
macroeconomc modellng effort became a major forum for data transfer, with BAPPENAS 
economsts buildmg ther own data bases using DSP I1 re-estimates m areas such as 
industrial data (backcasting), price deflators, capital stock, and input-output tables 

In 1990 the BAPPENAS macro-modelmg team began to use the model developed 
mth DSP for annual budgeting However, the model proved &fficult to use and mterpret 
quickly and BAPPENAS decided that a more simplified model structure was reqwred In 
early 1991 a senes of meetmgs were held on modelmg drection A number of alternatives, 
mcludmg a short-run econometrrc model, a computable general equilibrium model, various 
aggregate econometric models and the p l m n g  model used by the World Bank were 
remewed It was decided to build upon the World Bank model known as the Revised 
Mmmum Standard Model (RMSM) 'O 

The RMSM model was extensively modified, mcorporating previous econometr~c 
work, addrng Indonesia-specific elements llke an oil sector, and bulldmg a much enlarged 
government account The model was implemented m Quattro Pro Responsibility for the 

* DSP, "Multi-Sector Economy-Wide Models An Update and Future Research," February 1988, 
"The Impact of Commodtty Pnce Instability Expements w~th a General Equtlibnum Model for 
Indonesia," June 1988, " Trade Deregulation m Indonesia A General Equiltbnum Analysis," August 
1988, "DSP CGE Modeling System Data-Base and Computer Programs," August 1988 

DSP, "DSP REPORT QUARTERS 8 AND 9 and ANNUAL REPORT #2," September 1989 
lo DSP, "Fmal Report Macro Model RP #3 BAPPENAS Planning Model, Phase I," December 

1993, "BAPPENAS Plannlng Model Documentation and Descnption," December 1993, and "Final 
Report, Macro Model RP #3,10 BAPPENAS Plannrng Model Phase It," Apnl 1994 



model was divided among various Bureaus wthm BAPPENAS The Macro P l m g  
Bureau became responsible for the mam model, overall coordmation, and supply side 
growth projections, demographc, labor force and employment trends, and pnce 
determination The Monetary and Fiscal Bureau took responsibility for the budget block, 
the monetary block, the oil and gas block, and flow of funds analysis The Balance of 
Payments Bureau and the Economic Analysis Bureau have worked together on the external 
sector The Balance of Payments Bureau is responsible for the current account, whle the 
Economic Analysis Bureau is responsible for the capital account Thus each group IS 

separately responsible for different blocks of the model, whch then must be combmed to 
mteract wrth other parts of the model 

DSP's extensive work wth  BAPPENAS staff in developmg the model is wdely 
seen wthm and outside BAPPENAS as having provided a major transfer of techmcal slulls 
The BAPPENAS staff IS now capable of independently m n g ,  mamtamng and upgradmg 
the model The model plays an essential role supportrng BAPPENAS' marn task of gmdmg 
the development and mplementation of the development budget The model has been 
utdized by BAPPENAS smce 1991 to develop annual development budgets It is also 
utilized by BAPPENAS to develop the macroeconomic projections in the 5-year plan 
(REPELITA) and the 25-year plan The 5-year REPELITA economic projections are used 
as guides m the development of the annual budgets, mcludmg pnority development 
activities The BAPPENAS model has facilitated contamng government expenditures to 
levels that are consistent mth 011 revenue and non-oil exports, and mternatlonal debt, 
domestic growth and price stability objectives The model also allows BAPPENAS policy 
makers to explicitly analyze the mpact of various development scenarios, and to set 
realistx growth targets and the policy reqwements for thelr mplementation Assessment 
of regional development issues for REPELITA are facilitated by usmg the macro model 
projections as controls for regional and sectoral projections using mpputloutput models 
developed wth  DSP support ' I  Given the wde disparities of per capita mcome and the 
concentrations of poverty on the Eastern Islands, interregional modelmg is considered an 
important addltion to BAPPENAS' modeling capaclty 

Whle the budget and the overall development program articulated by REPELITA 
are the product of mtense mter-mmstenal negotiations, the model has clearly enhanced the 
ability of BAPPENAS semor staff to contribute to major budgetary and development policy 
discussions and decisions on a more equal footmg wth other mmstnes whch also have 
modelmg capaclty, mcludmg the b s t r y  of Finance and Central Bank The modeling 
competition among m s t n e s  has enhanced the quality of macroeconomc analyses, and the 
quality of economc decision-malung, thereby improving the economc performance of the 
country 

l 1  DSP,"Reg~onal Econom~c Development Planning m Indonesia An Integrated Modelmg Approach 
for REPELITA VI and PJP 11," Research Memos #90-#93, August 1993 
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The BAPPENAS modeling effort should be seen as a major DSP contribution to 
sound policy in Indonesia Given the size of the government development budget 
(approxunately $13 billion) and the importance of sound quanhtative assessments of 
macroeconomic performance, improved BAPPENAS modeling appears to have been a 
valuable investment In retrospect, the costs of developmg the final version of the model 
would have been lower had the modelers taken an mcremental approach (startmg wth  a 
very slmple model and addmg complexity as its need became evident) rather than an 
academic approach (bulldmg a complex model, and having to reduce ~ t s  size and 
complexity because of the mability to mamtam ~t or use it for day-to-day analysis) 

5 2 4 Rural CreQt Reform 

The eflicacy of various rural credit and savings programs for poverty alleviation was 
the focus of a policy-oriented research effort m 1990 under the direction of BAPPENAS's 
Deputy for Fiscal and Monetary Policy and the Deputy for Social and Cultural Affms The 
research was conducted by a joint BAPPENAS and DSP Task Force l2 The task force's 
work plan included background research on rural fmancial institubons, extensive mterviews 
in Jakarta wth  fmancial institutions, governmental agencies and other orgamzations 
mvolved in poverty lending, field vis~ts and detaded evaluations of existmg Indonesian rural 
fmancial institutions, and field mterviews wth the poor m rural areas A senes of 
presentations throughout the year kept BAPPENAS semor staff abreast of the Task Force's 
findmgs 

The programs chosen for detailed study mcluded a vanety of banlung programs 
operatmg m rural areas, a revolvmg credit fund operated through the Department of 
Education, and programs of the Department of Agrrculture and the National Farmly 
Planrung Orgamzation These m-depth remews of credit programs provided empirical 
evidence m support of vmous group lending approaches and encouraged BAPPENAS to 
support tlus approach m its remew and approval of development project proposals The 
expansion of such programs smce that tune has made Indonesia the world leader m 
mcrofinance lendmg m the developmg world, wth more than 2 5 million borrowers from 
sustamable mcrofinance mstitutions l3 BAPPENAS also mcorporated elements of the 
group lendmg approach m the INPRES program for the poor that was developed under 
REPELITA VI (see below) 

The assessment of the Department of Education credit program, whch was being 
considered at the tune for a World Bank project renewal, provided construcbve 
recommendations for program revisions As a result, the project was molfied, includmg 

l2 DSP, "Rural Credit, Financial Institutions and Poverty Alleviation," Research Papers #8 and #9, 
October 1990 

13See Christen, et a1 , 1995 



the curtailment of an meffective buildmg construction component BAPPENAS' favorable 
expenence wth h s  evaluation expenence has led to adoption of h s  approach in 
subsequent development program evaluabons by BAPPENAS 

5 2 5 INPRES Consulting Improves Targeting the Poor 

The annual development budget includes approximately $3 billion of INPRES grants 
to provincial and local governments These budgetary transfers have traditionally been used 
to finance local government capital improvements, including schools, health centers, roads, 
and water supply and migation infrastructure Begimng under REPELITA VI in 1994, 
special INPRES funds have been dedicated to poor cornmumties The new system provides 
approximately $10,000 for each poor commuty (typically 30 households) to be used in a 
revolving credit fund managed by the commuty As noted earlier, h s  was influenced by 
the earlier BAPPENAS research on rural credit and group lending 

Whde the INPRES program has provided slgmficant resources to upgrade local 
infrastructure (especially rural schools) and mcreased employment opportumties for the 
rural poor, a number of problem areas were apparent The INPRES poverty grants have not 
effectively targeted poor cornmumties, wth many leakages to non-poor commmties 
Construction standards were found to be often below agreed to standards And local 
commuty financlal self-reliance was being underrmned by INPRES 

To address these problems, the BAPPENAS Deputy V orgamzed a task force of ten 
BAPPENAS staff supported by techcal  assistance fkom DSP and USAID's Mmcipal 
Fmance Project Task force recommendations mcluded (1) Some $200 rmllion of 
development project funds should be shfted to INPRES grants for local governments, (2) 
block grants should replace hlly-specified grants, to encourage local control, and local 
project construction standards should replace uniform (and excessive) national standards, 
(3) INPRES should stimulate local self-help by matchmg funds when local revenues 
increased by more than 15 percent, and (4) the adrmmstratron of INPRES should be 
streamlined and made more transparent 

Whde these reforms are still under consideratron, it is apparent that the potentlal 
Impacts on the rural poor and local government development are likely to be sigmficant 
DSP and USAID's Mu~llcipal Fmance Project have enhanced the level of understandmg of 
the techca l  issues and the prospects for constructive reforms 

5 3 Economzc Assessment of DSP Polzcy Impact 

From the foregoing review of a few examples of DSP research and consulting 
services wthm BAPPENAS, it should be clear that DSP sigmficantly contributed to policy 
debate and decision-malung w b  BAPPENAS, especially after the project evolved to a 
demand-dnven model of confidentml pollcy advisory services These mteractions enhanced 
BAPPENAS decision makers' ability to improve GO1 policy in a vanety of ways These 



lnlcuded reviews of specific policy issues, development of REPELITA, annual budget 
negotiations, and mvestment project reviews 

Despite the contribution of individual DSP I1 imhatives, the evaluation team does 
not judge it to be feasible to quantifl the value of mdividual DSP imtiatives In any 
sign~ficant policy decision by government, there are many factors and actors that play roles 
leadmg to the fmal decision and to the manner of its implementation Consequently, one 
cannot unambiguously state that any important policy achon was the result of DSP I1 
Given the quality of DSP advice, the evidence suggests that decisions were better than they 
would othemse have been, because DSP I1 advisors provided facts and clarified issues for 
the decisionmakers Despite h s  difficulty, it may be possible to plausibly estimate the 
overall Impact of DSP I1 on the government's policy reform program 

The World Bank's recent analysis of the impact of the deregulation reforms prowdes 
a useful starting pomt for assessing the overall policy impact of DSP I1 (World Bank 1994, 
pp 24-28) The senes of deregulation packages that began in 1985, along wth  the rapid 
accumulation of physical and human cap~tal, have been the keys to Indonesia's rapld 
growth of Income and employment and poverty alleviation, m the face of the massive 
decllne m petroleum export revenues The deregulation reforms increased external and 
mternal compebtion by reducing protection, mvestment licensing and discrlrmnation agamst 
foreign mvestors Prudent macroeconomc management, includmg budgetary and exchange 
management, were necessary complements to the reform program Poverty alleviation was 
enhanced by labor-mtensive mdustnal expansion and government mvestrnents in health and 
education 

The World Bank's analysis concludes that the deregulabon program improved the 
efficiency of resource allocabon and the productivity of capital and labor mputs The trend 
m "total factor productivity" is an mdication of changes m such efficiency Total factor 
producbvity mcreases when output nses by more than what can be accounted for by 
mcreased mputs The data for the 1979-85 pre-reform penod show no increase m total 
factor productmty all growth m output can be explamed by increased inputs Smce 1985, 
however, GDP has grown by about 1 2 percent per year faster than can be explamed by 
labor, capital and human capital accumulation Thls 1 2 percent represents mcreased 
efficiency associated wth  the deregulation of the economy (In addition, the World Bank 
suggested that deregulation also was associated wth htgher rates of capital accumulation, 
whch further contributed to faster growth and poverty alleviation ) 

The economc policy-makers w t h  the Goverment of Indonesia were responsible 
for the adoption, lrnplementation and mamtenance of the deregulation measures that began 
m 1985 Whle assignmg responsibilities w i b  the Government is difficult, it is clear that 
BAPPENAS has played a sigmficant role through its control over the $13 billion 
development budget and REPELITA and its involvement as a major player m mter- 
m s t e n a l  policy dialogue and decision malung Economc pollcy adv~sors provided by the 
donor commumty and thelr analyses enhanced the effechveness of Indonesian policy 



makers and economsts who inspired, mtiated and took responsibility for mplementmg the 
many difficult reforms m l e  a quantitative estlmate of the contribution of externally- 
provided economc analysis and advlce is clearly matter for speculation, a m m u m  share 
of 10 percent is considered to be a reasonable estlrnate by the evaluation team In other 
words, the decisions made by Indonesian policymakers were 10 percent more socially 
productive than they would have been wthout the ability to draw upon any external 
advisors There is wde  agreement that the World Bank's extensive analytical work m 
support the reform program over the past decade provided a large contrlbution In addition, 
a significant port~on should also be allocated to HIID, whch has provlded technical support 
for reforms mtiated by the Ministry of Fmance, the Central Bank and the Coordmatmg 
Mimstry for Economy, Fmance and Development Supervision for most of the last 30 years 
Acadermc literature, particularly the Bulletzn of Indoneszan Economzc Studres, probably 

also made a contrlbution Other external centers of mfluence, mcluding the Asia 
Development Bank, bilateral donors and USAID should also be credited wth  sigmficant 
Impact on reform W~tlun h s  latter category, USAID'S DSP has fielded the largest and 
most influential policy advisory team The quality of tlus team, its close relationshp with 
semor policy makers withn BAPPENAS unencumbered by donor-imposed conditionality, 
and its extensive work supporting policy reform, implementation and mamtenance smce 
1987 should accordingly be allocated at least one percent of the share of policy induced 
accelerated growth, or ten percent of the share of the external commmty 

Creditmg DSP I1 with only one percent of the policy reform mduced growth, even 
assuming a lag of approxmately two years (I e , from 1990 on) produces very sigmficant 
benefits The policy-induced growth is assumed to be the 1 2 percent real GDP growth 
after 1985 that was not explamed by factor mputs With a real 1990 GDP of $1 11 billion 
(m 1992 dollars), a one percent share of the 1 2 percent growth generates some $13 million 
m benefits m 1990 and each year thereafter wrth contmued mamtenance of the reforms (see 
Appenlx 3) To h s  stream of 1990 growth benefits should be added the adltional 
growth mcrements that accrue each year thereafter wth contmued policy implementation 
The total flow of benefits m the form of increased national mcome becomes larger each 
year until the project ends m md-1995 (from $13 million m 1990 to $94 rmllion in 1995) 
Assuming that the policy reform program decays thereafter at the rate of 25 percent a year, 
the benefit stream contmues to 2000 The present value of DSP benefits in 1992 dollars is 
$492 million, whle the present value of DSP I1 project costs is only $21 million Hence, 
the economc returns to the project have been extremely lngh, wth a net present value of 
$471 rmllion 

Needless to say, i h s  analysis rests primmly on the assumed rate of attnbuhon of 
one percent for DSP I1 Wlnle h s  is judged to be a mlnunal plausible rate of attnbution 
by the evaluation team, the project generates very hgh returns (NPV of $28 rmllion) even 
if the rate of attribution is reduced to l/lOth of one percent It also should be noted that 
tlus only mcludes the policy reform mduced benefits of DSP I1 Benefits associated wth  
on-the-job traimg of Indonesian economsts and policy makers and mstitutlonal 
development wthm BAPPENAS and BPS are addibonal benefits not captured Also, 



unprovements m the lncome distribution and reduchons m poverty associated wth policy 
reforms and unproved development budgets are additional project benefits not quanttfied 



Chapter 6 Factors Affectmg DSP Effectweness 

6 1 Quallty of DSP Consultants 

The produchvity of the DSP techtllcal assistance was unusually hgh as a result of a 
number of factors The hgh quality of the consultants was a key element Development 
Alternatives Incorporated (DAI) and Boston Institute for Developing Econormes (BIDE) 
fielded a team of 6 long-term and some 34 short-term econormsts who were typically mid- 
career professors from major U S universities and/or consultants with considerable 
development experience All DSP staff were carefully selected by BAPPENAS from 
among candidates proposed by DAI and BIDE The BAPPENAS and BPS senior staff that 
helped to manage DSP I1 typically had Ph D s from U S umversihes and have worked 
wth  U S consultants before, and hence were strong partners m the consultant selection 
process Key consultant characterist~cs that were sought mcluded the ability to work 
collaboratively and flexibly wth  semor Indonesian policy makers and premous Indonesian 
consultmg experience Most of the long-term consultants became fluent in Indonesian 
Many of the more successful short-term consultants returned repeatedly to Indonesia and 
t h ~ s  enhanced their effectiveness 

The strong sense of purpose of the DSP advisors also was important to the project's 
success Even though the team mtlally was sidetracked wth then own academic vision of 
what was really needed, they overflowed wth intellectual energy and dehcation to 
producmg an analytxal base for future policy work Once the need to reorder therr 
priorities more closely wth  those of BAPPENAS became clear, they e ~ b i t e d  tremendous 
flexibility Their contmued wllmgness to work closely wth  and for thelr BAPPENAS 
counterparts clearly pad off m movmg the project to a valued analytical component of 
BAPPENAS 

The quality of AID-provided experts and the confidence placed in them by host 
government officials largely explains why they are considered so valuable Not bemg 
associated with externally unposed conditionality and large resource transfers enhanced the 
abillty of the AID advlsors to work closely wth their counterparts Advisors llnked to 
large resource flows and condihonality seldom g m  the trust and confidence of thelr 
counterparts 

6 2 S~ze  of the Advasory Team 

Havmg a core of between 4 and 6 long-term advlsors was essential to providmg 
both synergy and llnkages to Indonesian counterparts The long-term advisors built close 
worlung relationshps wth  thelr counterparts and worked hard to integrate the short-termers 
lnto the ongomg needs of BAPPENAS and BPS The slze of the team was appropnate A 
smaller team would not have had the critlcal mass to provlde needed speciallzat~on and 
division of labor nor complementary professional mteractlons A larger team would have 



created more intra-team mteractions wth little additional output Whde there were only 
two advisors at BPS, they benefitted from interactions wth  the larger team in BAPPENAS 

6 3 Supply vs Demand Drrven Advrsory Sewzces 

DSP I1 began wth a supply-dnven model of techcal  assistance to BAPPENAS 
The mtlal design provided too much techmcal v~rtuosity by foreign economists workmg 
together and very little benefit to BAPPENAS m meeting its real policy declsion malung 
needs The excessive number of short-termers (25) and the volurninous outpouring of 
research papers (nearly 90) during the first year-and-a-half was more than could reasonably 
be expected to be utilized by busy counterparts Consequently most of the early short- 
termers seldom saw their counterparts and many of their papers were not read by 
BAPPENAS policymakers 

After restructuring the project in 1989, the team seems to have met BAPPENAS' 
needs well The restructured project shfted to a demand-dnven approach, where 
BAPPENAS senlor counterparts dlrected the project to meet thelr most pressing needs 
dealing wth the development budget, reviewmg development project proposals, preparing 

REPELITA, and mteractmg wrth other mmstnes on policy issues Implementation of a 
demand-dnven model is much harder in practice than in concept, as it requres an 
mteractive process of le-g between the adv~sors and BAPPENAS staff The 
BAPPENAS s M  need to learn what the advisors can deliver, and the advisors need to 
learn what BAPPENAS staff need -- and both need to learn to have confidence m the other 

The project evolved in such a way that BAPPENAS developed a strong sense of 
project ownershp Thelr sense of ownershp has been repeatedly demonstrated by thelr 
efforts to ensure that the project contlnue In a 1994 meeting wrth the visiting Deputy 
Admuustrator for AID, semor BAPPENAS officials each explamed how DSP I1 was 
essential to their needs and made pleas for ad&Qonal fundmg for the project Whde budget 
shortfalls and other AID pnorit~es precluded continued AID fundmg, BAPPENAS officials 
have cont~nued to search for alternative funding, includmg a possible Asia Development 
Bank loan 

The advisors that worked wthm BPS seemed to have avoided the earlier difficulties 
expenenced by the BAPPENAS team largely because the BPS team worked from the 
begmmng trymg to meet the needs of BPS 

6 4 ConJidentraEzty and PoEq Impacts 

The DSP studles were generally of hgh quality and of relevance to Indonesia policy 
issues D m g  the first year of DSP 11, the studies were often shared among the larger 
commmty of econormc researchers m Indonesia Ths  provided for constructive feedback 
and dialogue But as the project moved into a more demand-dnven model meetmg the 



mternal needs of BAPPENAS, the sensitive nature of the much of the information 
necessitated restmtmg external access Whde confidentiality IS essenbal for much mternal 
policy work, it would appear that confidentiality became excesswe For example, even 
after the economic projections in REPELITA VI had been released to economsts outside of 
the government, access was not provided to the prlmary source of the projecbons, 
BAPPENAS' model W l e  BAPPENAS officials have to ultimately decide what to make 
public and what to keep confidential, it would appear that more openness would enhance 
constructive dlalogue with the private sector 

6 5 hshtutzonal Development Efforts 

DSP I1 transferred significant capabilities to BAPPENAS and BPS staffs The 
concept of joint project and interagency task forces seemed to have been especially 
effective As discussed in the prewous chapter, thrs was the modus operand1 for the very 
successful data systems work in BPS and the macro-model budding efforts in BAPPENAS 
These efforts and other task forces that involved close interactive work over extended 
periods provided for m e m g f u l  on-the-job-traimng for a large number of BAPPENAS 
staff Whde some of these counterpart staff had graduate level trsu~llng in the U S , the 
opportuty to work side by side with experienced experts on difficult analytical policy 
issues sipficantly enhanced their slulls Other on-the-job-trwg opportumties were 
generated by DSP's use of research assistants and to a lesser extent interns Even though 
some of the DSP counterparts have moved on to other governmental agencies, the 
evaluation team repeatedly heard that DSP on-the-job t r m n g  had sigmficantly enhanced 
thelr analytical slulls and usefulness to other governmental agencies 

The project also provided considerable institutional development in the form of 
sethng up systems for mamtammg the quality of data sets wthm BPS and the model m h  
BAPPENAS However, the sustamabllity of these systems may be m jeopardy once project 
funding for supplemental overtme and special duty compensation end Wlthout a means to 
compensate for extra work responsibilities, it may prove difficult to mamtam the demandmg 
standards developed under the project The problem of low governmental salaries is clearly 
an issue that is beyond the scope of the project to resolve But as the World Bank's study 
of the rapidly-growmg East Asian countries demonstrates 14, adequate civil service 
compensat~on is essential for sound governmental mstitutions 

Insbtutional development may have also been affected adversely by DSP not bemg 
physically located m BAPPENAS m l e  the team's efficacy as policy advisors was 
enhanced by their offices' staffing outside of government and the opportun~ty to work at the 
office largely free from governmental operabonal concerns, the lack of having to deal wth  
these institutional problems may have affected theu: ability to help reform them Also, the 
tune costs of gettmg between BAPPENAS and DSP reportedly deterred some staff from 

I4World Bank, 1993, pp 175-180 



seelung DSP assistance or usmg the DSP library 

6 6 Counterpart Capabrlrtzes 

The hgh  quality of the BAPPENAS and BPS counterparts stands out as a major 
contributor to the project's success Their solid professionalism was in part due to their 
earlier U S t r m g  Many of the counterparts had benefited from graduate economcs 
t r m g  m the U S , and hence were well prepared to utilize the expertise of the DSP 
economsts A number had Ph D s from Boston universities and had studied under 
professors who later became DSP advisors Close worlung relationshps were easily 
reestablished Whlle some DSP mterns, research assistants, and j u o r  counterparts left for 
graduate education in the U S durmg the project, the most seruor counterparts had their 
U S trsumg many years before the project Long-term graduate economcs trarung clearly 
has contributed sigmficantly to the success of the project, and to the quality of Indonesian 
economic policymalung Such tramng seems to have been a hgh-value use of U S a d  
resources 

Strong BAPPENAS and BPS management also sigmficantly enhanced project 
effectiveness When the BAPPENAS advisors needed reduection into a more demand- 
dnven model of operation, BAPPENAS provided the needed leadershp T h s  strong 
leadershp style mteractmg w t h  a flexlble DSP team produced a close and productive 
worlung relatlonshp The BPS leadershp had very clear objeclves for theu consultants, 
and hence their worlung relationshps remamed on an even keel throughout DSP's 
mvolvement 

6 7 Trzangular Communzcatzons 

Good commw11cation among AID, DSP and the government enhanced the project's 
productivity The triangular mteraction between the three provided needed support when 
two way commw11cations appeared awkward or could be constructively complemented by 
triangular commutations For example, movmg the project from the supply-dnven model 
to the demand-driven model involved d~scussions and negotiations between AID and DSP, 
and AID and BAPPENAS Dlrect confiontahon is generally not the Indonesian style, and 
so mdxect cornmumcation through AID has been helpful 

6 8 USAID Management 

Related to the triangular mterrelationshps, it should be noted that the project's 
contmued success requued sigmficant management mputs on the part of USAID staff, and 
most importantly the economsts in the Economc Policy Support Office (EPSO) The 
project would not have survived ~ t s  early mstakes had the EPSO economsts not been on 
top of the s~tuation and helped to negotiate a constructwe solution Crafing project 
amendments and gammg support fiom wthm USAID for adhtional financial support 
requred EPSO staff to remam m close contact wth the consultants and governmental 



counterparts Effectively managmg policy advisory projects is demandmg and requlres 
strong professional econormsts w h  USAID who can mteract and gm the confidence of 
semor counterparts EPSO's considerable efforts have clearly pad off m the case of DSP 

USAID's effective project management also produced sigruficant benefits for 
USAID The EPSO office was able to be m much closer touch wth economc policy 
issues, w th  unproved access to policy discussions and policy makers wthm BAPPENAS 
f i s  clearly enhanced EPSO contributions to mssion program development efforts Other 
rmssion offices also benefited by the BAPPENAS link to USAID, mcluding improved 
cooperation and collaboration on program design efforts 



Chapter 7 Poss~ble Future Dlrect~ons 

The evaluahon team believes that policy advice to the GO1 still is a hgh pay-off 
activity Whde BAPPENAS and BPS have benefited from nearly eight years of techmcal 
asslstance, and whle there is considerable evldence of increased capacity to generate data 
and analyze policy issues, all semor counterparts argued convincmgly of the need for 
additional asslstance Recogmzmg the hgh pay-off to some continued support to 
BAPPENAS and DSP, it would appear prudent to continue supporting assistance to 
BAPPENAS untll follow-on funding can be secured from another donor, most probably 
from either the Asia Development Bank or the UNDP Short-term requests for assistance 
and the budding of collaborative relationships wlth U S counterpart agencles should also be 
explored 

Advanced t r a m g  in the U S for Indonesian economsts IS a hghly complementary 
activity of policy advisory services Whde the denslty of trained economsts witlun the 
government is increasing, many are concerned that Ph D tramed economists quickly move 
mto governmental management positions or to the private sector, rather than remaln in staff 
economist positions doing policy research The returns to USAID and other donors 
supportmg graduate education abroad remam hgh If the U S continues to wthdraw fiom 
long-term t r a m g ,  the gap w11 be filled by Japanese graduate education Ths  would tend 
to undermrne the strong Qes wth U S uversitles that graduate education produces, and 
could eventually reduce the effectiveness of U S policy advisors 

Whde the origmal design of DSP I1 was probably premature in trylng to open access 
to the discussion of economic policy issues, the tune may be npe now for trylng agam to 
strengthen wversity and private sector thmk tank capabilltles Very few pnvate thmk 
tanks and private consultmg firms are engaged m s~gmficant policy research, but thelr 
numbers and effectiveness appear to be mcreasing and they could srgmficantly benefit from 
lmted  external support Another possibility for broadenmg access and debate on issues 
would be to strengthen the economc capabilities of the legislative branch of government 
Efforts m tlxs direction have already been lmtiated by the Asra Foundation, workmg 
through prlvate consultants to provide expert testimony to legislative heamgs A broad- 
based approach that supported umversity, thmk tank and pnvate consultants' ability to 
contribute to more open policy discussions wthm government and in the legislature and 
press should be considered by USAID and the GO1 in the near future 
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